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INTRODUCTION 
Significance of Dudget Decisions 
in Defense Management 

The defense vudyget has become a central consideration of top man- 
egement in the Department of Defense, particularly since the enactment of 
the National Security /ct of 14:7. In fact, it has developed into the mst 
important force leading tovard “real” unification in the Defense Department 
uwer the planning, programming and budgeting system immugureted by the 
team of Robert 5. МсЙешага Charles J. Hitch in 1X1. 

Today it is generally accepted that strategy, programming anil bud ot- 
ing are all aspects of the поле basic decisions.” military plans, no matter 
how aibitiously formicted, are meaningless mixuges unless they are foasinle 
ani are supported by ludgots, and, additionally, defense budgets ere a mete 
Of public funds if they are not based on sound and | national 
eccurity policy. 

The defense budget of the United States is the concern of people in 





many different areas of the world for various reasons. It has a trenenious 
impact on the economic, political and socio-psychological aspecta of both 
damestic and international situations. What are the major motives for 
budgetary reforms ami the evolution of financial management in the Defense 
Department in recent years? Thay can be traced to mny interrelated factors. 
The most outstanding elements nay be related to (1) increased defense 
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904 civilian control, (3) enhanced efficiency ani 





expeniitures, (2) strenythe 
economy, and (4) revolutionized military streto;y oni technology. 

(1) Increased defense expenditures and their impact on the ecomony.-- 
Ginee World War II, the increased international rale of the United States, 
with accompanying reeponsibilities to meet cold war confrontation anil прогьа- 
ic local conflicts, and the enormous coste of contemporary weapon systems, 
together with the contimiing costs of previous wars, have pushed defense 
spending to tremendous emowts. For the Fiscal Year 1467, President Lyndon 
D. Johnson presented to the Congress а $55.3 billion defense budget, amount- 
ing to 51.7 percent of the coverment's total outlays proposed for that 
year. "his amount was roughly OQ percent of the estimated Gross National 
Product for 1966.7 Its impact on the nation's econowy as a whole, and on 


business and industry in term of price, employment, and growth is signifi- 
cant.” Consequently, it would be difficult, if not impossible, to seperate 


seonomic and political considerations from the defense budget. 

(2) Civilian control—tne problem of pover otructure in the Defense 
Dopartaent.--1he concept of civilian control із an ideology of a democratic 
society. This belief, faith and tradition have been firmly imbedded in the 
Constitution of the United States, vhbich makes the President, a civilian, 
the Commander-in-Chie? of the Armed Forces ai creates intricate checks and 
balances mechanisms between the legislative aml executive branches of the 
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lhe Washington Post, January 13, 1306, pp. ^l end AT. 


“prederick C. Mosher ond هبه‎ P. Pollard, The Costs of American 
Goverment: Facts, At پش و‎ New York: Dodd Mead, 1064), pp. 100-110; 
Jack Raymond rower & 1 = York: owe & Row, 196k), pp. 300- 
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goverment as in the case of Geclaration of wer, appropriations of fundo 
aud appointments of officers. » 

Particularly today, the development of tre:momiclear weapoms end 
ballistic missiles with highly sophisticated control systems seems to call 
for greater and stronger civilian control over military strategy, prowess 
anl operations. It is generally accorded in the United States that civil- 
ians should make finel decisions about tke kinds of military strategy to 
use in waging a wer, the types of weapons systems to be developed ani, most 
important, whet weapons should be employed in a specific place and tine шй 
for what purpose. The profesrional military leaders are now asked mainly 
to advise, suggest end ane recommendations to their civilian superiora in 
бо respects.” 

(3) Efficiency cml cconwy-—the problem of LIEN 
the cyes of most texpoyeco the goverment in ceveral is respomible for in- 





efficiency, vaste aml extravagance, the military establishment being mo 
exception. Frequently ege attitudes arise from criticisn е the govern- 
ment's large amounts of spermling. These outside pressures for economy and 
efficiency in government operations, coupled with the drive for vetter 
niuxxcenent in tie top echelon of the managerial hierarchy, have brought 
about vetter decision-making for efficient allocetion of resources, optimas 
mixes Of the resources @vailahle, ami cost reduction through improved pro- 
Defense spending, which is nsondivisivle, nommrketable ani equally 
evalladle to the general public, ia vulnerable to contimous attacks. 





iy. 8., Constitution, "rt. l, sec. ۰ 









“samuel P. Huntington, "Power, Expertise ami Military Profession," 
merican Defense Policy, od. Wesley V. Poaver ct ol. (Baltimore, Mi.: The 
Jos Hopkine Press, 1905), Ub. 105-1)3. 
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Due to these inherent difficulties involved in defense 





criticisas ani outcries for more economy and efficiency in the defense 
management are of a never-caling nature. Thercforc, the demands for bettor 
nanagement of defense dollars are a constant challenge to both military 
ana civilian officials in the defense establisbimont. 

(^) Revolution in nilitezy strategy enl technology.--is President 
Dwight D. Eisenhover prodicted in 1953, today there is no separate ground, 
sea or air warfare anà all strategic ani tactical units mast be integrated, 


unified and directed in order to be fully efficient and effective." 


This 
applies zot only to coatet operations in the field tut also to top mamage- 
ment in the Defense Department in planning and controlling fhe execution که‎ 
programs. The advent of modern weapons systems, with the great technical 
ecuplexnity, lengthy lewê time and enormous coote heve made centralized 
cecision-making inevitable. 

It is the premise of this paper thet o comination of the abvove 
Clements has been the major driving force behind the unification issue in 
the Defense Department vhich purports to produce unity of command, Letter 
coordination among the military as well as civiliemmilitery departments 
anû agencies, anû the increased economy and efficiency through centralized 
authority in the Secretary of Defense for defense planning ond control. 

The following chapter will examine the development of the defense 
reorganizations in the United States since World War II in the light of the 
evove premise ani will show how the new manegemont tool of planning, pro- 
gaming anl budgeting Las achieved the lony-souht coal of military 
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unification without creation of a single service or a single Chic? of 
Staff system and without prior congressional approval. In the last chapter, 
the «american defense system wili ve used in a discussion of the Korean 
defonse system, with subsequent implications for the management of the 
Korean military establishment. | 
Primary information for this paper was obtained through library 
reseureh. Background in the historical development of the United States 
defense organisation ani military budgetary procedures wos compiled frum 
current literature in this flcid. 
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CHITI I 


HISTORICAL DEVELOPMENT OF DEFAME RENG NIZATION 
AD MILIT RY DUDOETING IN THS UNITAD STIIS j 


Since the Dudoet ond; coounting Act wes emcted in 1921, estanlish- 
ing the national budget system in the United Otetes, until World War II, tie 
coscatial role and procedure of budgeting in the military departments wero 
not fuslementally changed. Military budgets were prepared on the basis of 
objecto of expenditures in the bureaus of the Пелу з Ver Departments, am 
thoi- sospective Gecreteriog transmitted them to the Comgresa as a matter 
of course. The defense of the appropriation requests was principally made 
by tho tureaus themselves, wei most of the appropriations vore mage to the 
Duremi level and velov." 

The Gecomd World dor revealed that tho services wore relatively uk 
succesaful in the poecetime develomaent of basic strategic and mobilization 
pian and consequently thelr initial estimates for raw materials were pruce 
tieally worthless anl moved to be mere guesework. . ccording to Luther 
Gulick, the war was not what the planners thought, cul did not come ac they 
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hed imagined.” Since World Ног ІІ there have been mijercus activities, am- 


perinents, anil improvisctions as well as some very fundamental о firm 
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nization, with increaciy; emphasis on greater 





changes in the defense or; 
organizational unificution ani a stronger civilicn coutrol over military 
strategy, programming ami Ludgeting. The initial attempt in this direc- 
tion materialized as the passage of the Netional Security Act of ۰ 


Tue Netlonal Security /ct of 147 
iyplenations of the auct time and cases of military ualficetion 


vary mong military historians. GSowe contenl that one reason was the 





atteapt to establish tae autonomy of sir pover durin, the early 1320's, 
others claim it was wartim inefficiency and waste, und still others ctteib- 
ute it to the successful interservice coordimtion during the Second World 
Wor.” Whatever the reasons, ani in spite of the introduction of at Least 
eixty unification 51218 in the Congress since 1:21, as vell as mumecrous 
hearings in the Congress, military unification was not cubstentiated until 
the enactment of the National Security Act of LAT. 

The ational Security ct was the first otep twarda unification 
after long, arduous and earnest efforts of may people, including President 
172-7 8. Trummn; the first Secretary of Defense, Janes Forrestal; Pertinent! 
боп J. Collins, and Lauris 





Rverstadt; Generals Dwight D. Eisenhower, 
Horstadt; Admirals William D. Leahy, Chester W. Nimita, oai Forrest P. 
Sherman; and the Members cf the Senate Committees of Military Affairs ani 
Havol Affairs, to name a few." 

The /rmy's Collins Flan which was sulmitted to the Congress ín 155 


Gnvisioned 2 greater degree of unification am) vos suppocted boy President 





ijohn C. Ries, The 
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Truman, but the then-Secretary of the Navy James Forrestal and the Navy 
as a whole strongly opposed this plan. Instead, Mr. Forrestal proposed 
the so-called Ebverstadt Plan which represented a lesser degree of unifica- 
tion and relied heavily on decentralization end a coordinating committee 
System. Major disagreements between the Army anil the Navy were over these 
factors: (1) the authority of the Secretary of Defense, (2) establishment 
of a Single Chief of Steff, (3) the land-based naval air arm, and (4) the 
status and the missions of the Marine Corps.* 

The Army insisted on a strongly centralized Department of Defense 
under a Secretary, with the existing Departments reduced to three coordiust- 
ed "branches" of subordinate status. The Nevy, on the other hand, favored 
unification, but only “in a less drastic and extreme form.” It assented to 


a separate Department of the «ir Force, but tne Navy wanted to retain full 





ment status for the Navy with Cabinet rank for its Secretary. It 
viewed the role of the Defense Secretary as “a presidential deputy with 
clearly defined powers of decision over specific utters" who would not run 
the Department.” 

To explain the reasons for differences in opinions between the two 
services is beyond the scope of this study, but a few commento deserve 
mention: 

First was the different concept or approach in management. This 
may be traced to the differing modes of operations. Traditionally, the 
FEY used to operate on lanì mases with large mumbers of troops, whereas 


the Начу operations were scattered over the vast areas of the sea. The 





Lialter Mills (ed.), The Forrestal Diaries (New York: The Vikings 
Press, 1951), pp. 148, 163, 230. 


21bid., p» 165. 
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former needed closer centralization of authority, whereas the latter pre- 
ferred decentralized operations.” 

Second was Secretary Forrestal's belief, based on his experience 
as Secretary of the evy, that a single Secretary of Defense would be unable 
to handle such great responsibility and, therefore, mich of his authority 
necessarily would fall into the hands of his military advisors. Consequent- 
ly, the Defense Secretary would have authority without knowledge, and would 
inevitably become an impotent Secretary which meant weakened civilian control: 

Thirdly, unification of the Armed Forces, as Mr. Forrestal viewed it, 
was neither necessary nor desirable as a means of solving pressing problem, 
especially those of economy ami efficiency. 

Finally, Forrestal desired to keep the Navy intact as a distinct 
service, not merely as & subordinate branch of a vast Defense Department; 
he feared, as did the Navy, thet untfication was desigued less to streumline 
the Pentagon organization than to relegate the levy to a junior stetus in 
the military establishment. Under the various Army plans, the Navy would 
ссозе to be an autonomous department, anû would not be individuelistically 
represented in the Cabinet. He anticipated that the choice of Armed Forces 
Secretary would be influenced far more by the Army than by the Iavy, and 
concluded that there was only 4 slight chance that he or any other navel 
official would be appointed to the position.? 

Whatever the arguments, the unification became a reality when the 
Congress passed the bill ang President Trumen signed the National Security 
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het on duly 26, 1947. Ironically, James Forrestal was appointed by President 
Truman as the first Secretary of Defense ani was confirmed on July 27, 111 
by the Senate. 

Tho National Security ict followed, in the main, specifications set 
up by Mr. Forrestel, which originally were developed uy Perdinend Eberstadt, 
his long-time consultant ənd friend. It established three levels or cate- 
gories in the defense organization. The national mchinery consisting of 
the National Security Council and the National Security Resources Board was 
Placed at the apex. The national military establishment consisted of two 
levels; the first level, headei vy the Secretary of Defense, consisted of 
four committees: the Joint Chiefs of Staff, tho Wor Council, the Munitions 
Board, and the Research ani Development Boerd. The second level included 
the throe military deparumento-——the Army, Nevy, uml Air Force, and the wil- 
fied field commands. The Act epecified that the Secretary of Defense be a 
civilian, and that he be the "principal assistent to the President in «ll 
matters relating to national security."* 

His duties vere (1) to establish general policies anl programs for 
the national military establishment; (2) to exercise general direction, 
&uthority and control over the establishwent; (3) to eliminate unnecessary 
duplication or overlap in procurement, supply, transportation, storage, 
heelth, and research; andi (':) to supervise aml coordinate budget matters of 
the component ectivities, including formulation of tadiget estimates for tne 





However, his paer was limited to "general direction, author- 
ity and control" over the departments and he was not to administer the in- 
dividual departments. The :ct specified that ‘all powers and duties 


14118, рр. 256-91. 
“ational Security Act of 1947, P.L. 253, 80th Cong., July 26, 1241. 
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relating to such departments mot specifically conferred upon the Secretary 
of Defense by this Act shall be retained by each of their respective Sec- 
retaries."* Amd the powers of the Defense Secretary were not to be con- 
atruod so as to prevent free access of the service secretaries to the 
President.” 

Ав will become clearer later, the Act did not work out as oríginelly 
planned. In fact two years later Secretary Forrestal, who advocated, pro- 
posed, and defended strongly the decentralized comittee system of the de- 
fenso orgenizatlon, had to recommend significent changes. As Charles J. 
Hitch declares, "the tional Security Act of 1947 ostablished not a unified 
department or even à federation, but a confederation of three military de- 


artments presided over by a Secretary of Defense with carefully emmerated 
3 





powers." 


Titte IV of 195) 

Secretary of Defense James Forrestal found himself frustrated within 
а little more then & year, since the systena he hod espoused did not work. 
Та his first anmuel report he recomended a broad clarification of his powers 
by making it clear that the Secretary of Defense has the responsibility for 
exercizing “direction, euthority and control" [note deletion of the word 
"general" in the original nct] over the military departments end defense 
agencies of the ational Military Establislasent, a provision for an Unio- 
Secretary of Defense and of a Chairman of the Joint Chiefs of Staff (either 
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one of the three or a fourth), and elimination of the three service 


secretaries from membership on the National Security Councii. 


Limited defense budgets imposed by President Truman through the 


2 


"гея дет method," emi mounting interservice conflicts, notably between 





the Air Force and the Nevy over the jurisdiction of miclear bombe 
rapidly developing ultimate weaponse—characterizei’ the first two p of 
the unification experiment. Essentially the root of the disputes my ре 
traced to the sharing of defense budgets among the services. It extended 
naturally from disagreements over the roles anl missions of each service. 
Realizing the relationship of service roles anû missions to the problem of 
budget allocations, Secretary Forrestal attempted to clarify the roles 
through an interservice negotiation treaty at Key West, Florida, later 
amended at Newport, Rhode Islamil. The treaty failed from the outset as a 
basis for the service agreement; in fact, the services disagreed about the 
correct interpretation even before its publication. 3 

Another significant devalopment in this perlod wes the establish- 
ment in 1948 of the Mclmrney Board, headed by ^ir Foree General Joseph T. 
MeNerney and composed of Vice Amiral Robert B., Carney ond Army Mejor 
General George J. Richards. This Loard was to review aml advise the Joint 
Chiefs of Staff of the dofense budgets for Fiscal Year 1950. The board vas 
able to cut the proposed budget from $30 billion to 223.6 billion; even во, 
this amount exceeded by $).2 billion the projected ceiling of $14.4 villion 








leirst Report of the Secr of Defense, 1945 (Washington: U. S. 
sont Printing Office, 13:5), pp. 3-4. 

“puring the late 1340's the military agencies vere allocated an 
arbitrary fraction of what was left over in the budget after interest 


charges and other fixed costo had been taken care of. See Mosher ani 
Poland, p. 106. 


Hammond, рр. 231-39. 
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set by President Truman. Although Mr. Forrestal played a constructive 
role аз on intermediary between the White House unc the Joint Chiefs of 
Staff, he bad no statutory power to force a reel e 3t within an 
approved ceiling." 

Shortly after iseuence of the Secretory's report, the Hoover Con- 





mission Task Force on National Security Organisation submitted ite report 
to Congress in Januery lyh). The Task Force was headed by Ferdinand 
Eberstadt, the chief architect of the levy plen. It amphasized the relutive 
weakness of the Secretary of Defense and the neel to give him a greater 


euthority over the service departments with particuler reference to their 


Dust requests ani their expenditures.” The recom: 


Cosmuission Task Force closely resembled the report of Secretary Forrestal. 





Зое ог Фе Hoove: 





It recommended deleting the worl “general” from the Secretary's authority, 
sharpening the Secretary's lanigetary control, eliminating the provisions to 
permit appeals by the service secretaries directly to the President, and re- 
moving the “reserve powers" clouse~-these changes would clarify aml strenytien 
the Secretary's authorlty—cal providing a chuirman for the Joint Chiefs of 
Staff." 

However, none of the Hoover Commission Task Force recommendations to 
give the Secretary of Defense better contrel cver ceperizental indicgets were 
included in the President's roorganization recoemeniations or in the eariy 
draft of the 194) reorjenization bill—the Tylings bill. During the teati- 





mony on the Tydings bill the chairman of the Task Force, ir. Eberstadt, mue 
gested that the Senate consider adding fiscal rrovisions to the bill. 0 
contended that without a coglete overhaul in budget procedures and fiscal 





TMosher, Program Budgeting, p. 32. 
2тыа., pp. 32-33. 
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policies there would be no substantial improvement in economy and effi- 
ciency. The Senate cammittee asked him to write such an ameniment; subse- 
quently this suggestion became Title IV of the lyk, Reorgenization Act.* 

On August 22, Lo) the provisions of the reorganization bill becx 
law ag the National Security ct Amendments of 1/5), Public Law 210. It was 
another step toward unification. In this emeniment the primacy of the 
Secretary of Defense as the principal assistant to the President on defense 
mettors was emphasized by deleting the word "general" along with the "го- 
served power provision." Tue service departments lost thelr status as execu- 
tive departments. The Secretary was given а Deputy Secretary and three 
Assistant Secretaries; a chairman wes provided for the Joint Chiefs of Steff, 
end the Joint Staff was increased from 100 to 210 officers. In effect, the 
Wetional Military Establisiment ves converte into z single department aul 
service secretaries were removed from the Netional Security Council.” 

The more significant aspect of the cmenimwents was a provision far 
Title IV, which was added es on afterthought. This crested the Office of 
the -ssistant Secretary of Defense (Comptroller) which would play a key role 
in the defense management reform in ensuing yeers. This office was given 
the authority over all defemse agencies in budget estimates, accounting, in- 
ternal cwliting, and otetisticel reporting, subject to the authority and 
direction of the Secretary of Defense. Also it provided a comptroller in 
each of the three military deportusents with authority «aù responsibilities 
gimilar to those of the Defense Comptroller.” 
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Also of equal. iugportance was the adoption ty the Congress of the 


"performance budget" idea to the defense budget us rec 
Hoover Comission. A porformence budget wus wilerstood by the Commission 





aa a "budget based on functions, activities, and work projects rather than 
in terme of things bought." 

In his took, Frederick C. Mosher concludes that the promise of 
greater economy and efficiency vas the principol “selling” factor for Title 
IV. ^ceording to Moener, it vos designed, in the words of the House Com- 
mittee on Armed Services, to "place the operation of the Ietional Military 
Hstablishment on & sounl budgetary and fiscal manıgement basis. 


Defonao Roorgonizationu of 153 
Shortly after his election, President Eisenhower directed his new 
Secretary of Defense, Charles Б. Wilson, to appoint a committee unier the 
direction of Nelson A. Rockefeller, who was also Chairman of the President's 
Advisory Committee on Goverment Organizetion, to exenmine defense orcaniza- 
tion so 2s to keep his campaign pledse of “security with solvency" end a 
"New Look" at defense policy. The Rockefeller Plan, which eventually became 


Presidential Reorganization Plan Шо. 6 of 1955, largely reflected the views 





of its wembers: former Secretary of Defense, Robert о. Lovett; former Chair- 
wun of the Joint Chiefs of Starf, General Oma: М. Bradley; former Cheirmaan 
of the Research and Develomment Board, Vennevur Bush; and others.” 





“vosher, pp. 41-42. 
3naroni, р. 2002. 
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The Rockefeller Report stressed the need for strengthened civilicn 
control by clarifying the autinarity of the Defense Secretary and his in- 
creasod exercise of control through the three civilian secretaries rather 
than the service chiefs." Also emphasized was the improved strategic plu 
ning of the Joint Chiefs of Staff, conceiving of the Joint Chiefs of Staff 
مد‎ à plouning body rather than a command agency whose min object was to 
formulate plane to "cope with the challenge of amy enemy." Comani respon- 
sibility resided with the civilian secretaries, mt with the Joint Chiefs of 
Staff, according to the proposals of change of the Report.” 

Algo included in the proposals was the elimination of the old stetu- 
tory agencies, the Minitions Toard and the Research ami Develomment Board, 
their functions being civen to the Secretary of Defense. Six additional 
assistant secretaries were to be added to the Secretury of Defense as his 
imeliate staffs, which would make up nine assistant secretaries rather than 


the previous three. President Eisenhower noted that cconamy could be attain- 





ed “only by decentralization of operations, under flexible ani effective 
direction and control from the center" ami central control was impossible 
becuse some functions were “rigidly assigned by lew to unmvilling boends 

‚ .. ."З tm short, Reorganization Plan No. 6 of 1953 embodied these three 
mjor changes: strengthened civilian control, inproved strategic pluming, 


ami gave effectiveness with —G 





laies, р. 151. 
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17 
Tho Reorganization of 1755 

By 1)58 President Eisenhower recognized the need for expediting ani 
strengthening the uniflestion process, largely because of the pressures 
generated in the defense establishment, the psychological setback by the 
successful leunches of Russian Sputniks, and the m-ver-emling interservice 
bickering. In his Defense Reorganisation Message in spril 1998, Prestdent 
Giseuhower declared that separate ground, seu, uad cir warfare were gone 


forcver, aml that the next wa: vould involve all services in a concenirutel 





effort. He felt that strategic ani tactical planing mut be unified, and 
combat forces mst be organised into “truly unifled' commands; that forces 
must be equipped with the most efficient weapom scieme could develop; am 
forces must te “singly lei ani prepared to fight as one, regardless of 
service." And, finally, "all doubts as to the full sathority of the Secre- 
tazy of Defense" had to be settled once ami for all.” 

The Act was amemled to provide the Secretary of Defense further 
increased authority ani respomibilities, especinily with regard to the 
gperational. direction of the med Forces ami in the research end develop- 
ment area.” The Secretary of Defense was given greater latitude in tram- 
ferring, reassigning, or abolishing the statutory functions of the three 
services. The Act specified that each military department would be “separ- 
ately organized" under its om secretary, am) that cuch would function under 
the “direction, authority and control” of the Secretary of Defense. The 
term “separately edministere.” was finally deleted. 
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Also the milite:y departments, which had been acting as executive 
agente in the operational control of the unified coul specified conn, 
were teken out of the comaini chain, so that the line of coment! nw rungs 
from the President to the Secretary of Defense through the Joint Chiefs cf 
Staff to the unified and specified commands. ^s a result of this enlarged 
function of the Joint Chiefs of Staff, the Joint Staff was increased to ШОО 
officers from the previous ceiling of 210. « new post of Director, Defense 
Research ond Engineering ws crested, not only to supervise research ола 
Govelomment activities bit ta direct end control these activities a 


appraisal 

Upen examination о? the above development of dafemse reorganization, 
it my be concluded thet mejor organization issues and conflicts among the 
military services since World War II can be narrowed down to the problem of 
giving each service ito appropriate share of the defense budget. #8 carly 
wo 15:7, when President Truman recommended passage of the tional Security 
Act, he envisioned thet ‘strategy, program, and budget are ell aspects of 
the same basic decisions,” tut Pull realization in defense management toa. 
a long time. 

Another aspect of the problea would be in term of power structure 
omong the top hierarchies in various Cow з гй levels in the defense 
organization. ‘The heart of the problem can be boiled down to the question 





of suthority in the defense mumgement. In previous sections it was pointed 
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out that, starting with the decentralized concen 
a centralized philosophy of management relying heavily on the 
decision of the Secretary of Defense. The results have been greater ani 


in 13/7, the trend hun 








stronger civilian control over military agencics in anticipation of balanced 
military policy ani improved management of the defense establishment. 

These trenis sem to be natural when дотороо munagement is viewed 
in the light of increasin; complecities and subticticos in the national 
security problems of today. Now concepts of war aml revolutionized strate, 
the long lead time, ani enommus costs of mdéern woepons and supporting 
system, the rapid rate of technological advences, momting threats of po- 
tentiel enemies coupled with the political, economic &i social aspects of 
War or poace, as well as the public attitudes toward war, allitary organiza- 
tions, end the governmmant-these and other faction have contributed towards 
miting national security docisions more difficult anil complicated than ever 
defors. In turn, these enviromental settings ocem to require more con- 
tralized decision-making in the top management of the Defense Department 
on the basig of ratio am logical caleulations exû in terms of tke 
integrated politico-military policy of the milon, 

Despite the many significant teprovencnts in the fimencial manoyge- 
ment c6 ia the Defense Dopoctaent, especially sinec the enectment of 
Title IV of the Mational Security Act Ajmeniment صا‎ 10, not until lycl, when 
the teum of McNamara aml Hitch innovated end irplomentod a radically ncv 
integration of military activities reelized anil reel unification of the 
irmi Forces achieved., In the words of om of its architects, Charles J. 
Ritch: 
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І tuply по disrespect to the predecessors of the present 
Secretary of Defense when I say that although wo have sow had 
wufication "in asme" for clmwost eighteen years, there was 
Little unification “in fact” until 1961, except in three 
areas: 


(1) Unified commands had been created in all oversees 
theatres ani for comtinentali air defense. . .. 


(2) Joint contingency plans for the use of existing 
forces had been prepared by the Joint Chiefs of Steff for 
may contingencies. ... 


(3) Finally, the civilian secretaries had taken control 
of the over-all level of the defense budget axl brought it 
into line with the fiscal policy of the administration. Tha 
primey method of so bringing the defense budget into line, 
livido a total defom урт cetting song io Uwos alitia 
divide a total defonsc budyet RARI. tar 
ao taxento , leaving to cach é. سشا د‎ 
iling — — — units, н ا‎ 
Tue Dofonee Secretaries weed this munod зесин ومد پس‎ 

ed to do it ony other wey. 















Za the following cheptera the ideas bein the new plami, pro- 
prem, budgeting systan and the mechanisms which make the system work 
will be examined. = 


ڪاو ن ي ج 





teh, рр» 17-18. 





CHAPIER II 
CONCESTUAL FRAMEWORK OF PROGRAM BUDGETING 


Development of Performance Dudyeting 

As described in the preceding chapter, the idea of a performance 
budget was adopted in 1945 for the defense budget as recommended by the First 
Hoover Commission. in suvsequent yeers this wos approached largely uy re- 
clessifying the budget structure. Consequently, efforts centered around re- 
errangmmuts Of appropriation titles as the first step in implementing a per- 
formance biadget in the Defense Department. This was an effort to provide + 
vetter review on the basis Of broad programs or areas of effort, to place 
the entire cost of a program within a single ayoropriation, where possible, 
enl to align funding responsibility with managment responsibilities.” 

By 1951 the Navy had drastically reduced its appropriation titles 
from 52 to 21, the Army from 2) to 8, and the -ir Force provided 9 appropria- 
tion titles. However, the conceptual basis of the appropriation structure 
among the services wes quite different. The levy based its appropriation on 
the organizational structure existing at that time, namely the bureau systen 
rather than the programmatic or functional basis. Classifications in the ir 
Force, in general, were broader in definition oni fewor in number ond 0 
to segregate capital costs from operating costs.” In 1950, the Defense 


t of the Navy, Bureau of Naval Personsel, Financial, Manage- 
ment in the Navy, КУРЕ دب‎ 10738-^, 1962, р. 33. 


"Mosner, p. 83. 
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Department established a classification of "Budget Categories" in order to 
provide a basis for swaserizing amd comparing the total costs of the three 
services. They were: (1) Military Personnel Costs, (2) Maintenance ani 
Operation, (3) Major Procurement and Production Coste, (b) Acquisition ani 
Construction of Real Property, (5) Research and Develonment, (6) Industrial 
Movilization, ami (7) Bstablishnent-vide Activities.~ 
The present budget structure in the military departments is mich 

more streanlined ani standardized than the previous structure. It classi- 


fies the budget into five mjor categories such ès: 


I. Military Personnel 
ТТ. Operations and Maintenance 
III. Procurement 


IV. Research, Development, Test 
ond Evaluation 


V. Military Construction. 


There had been many significant improvements in financial manege- 
mnt in the Defense Department besides the simplification and modernization 
of the appropriation structure since the implementation of Title IV of the 
National Security Act of 1947, as amended. {mong the accomplishments мего 
the establishment of the cauptroller organization throughout the services, 
consumer funding ani the use of stock funds, increased emphasis on budget 
justification, and review aml establishment of emd improvements in finenciol 

scounting for materiel inven’ 








"s, p. 9T. 
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National Policy Machinery, Hearings, Orgunia-‏ دہ درخ تہ دا 
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These achievements are largely credited to the first Assistant 
Secretary of Defense (Comptroller), Wilfred J. McNeil, who served more than 
ten years in that capacity, until November l, 195). During his temre he 
played a very significant role in defense policy aml exercised considerable 
control over the services wich vere considered at that time to be beyond 
the customary responsibilities of comptrollership.' 


Concept of Program ihidgeting 
The term “program budgeting” hes different meenings for different 
people. Roland McKean and Melvin Anshen, in their writing, have this to say: 


Фо some it suggests no more than a restructuring of 
wmaget exhibits, sccmmmleting costs in more meaningful 
categor 268. . مہ‎ a 


To other people, o program budget implies a budget 
thet employs a longer time horizon than is ccamonly 
found in the present . . . budget with its forverd pro- 
jections limited to one year. e > o 


To still others, the concept of program budgeting 
includes, in addition, iho use of cost-utility amilysis, 
a logical anl measuring relation of inputs to outputs. . .. 


Finally, there are those who unterstand the term to 
iaply all the foregoing plus one significant addition— 
arrangements for enforcing the allocative decisions 
through appropriate implementation provisiom.... 


. + + + The program budgeting concept . + » eubraces 
all four of the items ms listed above. in other vords we are 
interested in the organization of information for decision 
making, ani our view of decision making is one that con- 
times through implementation. ([Underlining added. j 





luammond, pp. 305-305. 


“roland N. Meeen and Melvin Ansehen, Problems, Limitations, ani Risks 
of the Program et, Memorendum, RM-A377-RC (Santa Monica, Calif.: ho 
Rand Corporation, 1265), p. 2. 
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Program budgeting in this sense is &n entirely new concept, quite 
different from the perfomance budget concept even though they have been used 
interchangeably. McKean an? jnshen demonstrate that the earlier concept of 
@ performance budget should be properly classified under the first ceteyov,y 
of their definition. Its main concern is to realign and sinplify ihe appro- 
pristion structure in line with functions. {Artin Gulthies, in his writing, 
claims that fran the point of view of relating to national strategy, the re- 
urrangement of the budget structure has little apparent ف‎ over the 
هله‎ — 

Thus, the new concept of program budgeting, defined above by Меќевл 
and Anshen, is the "real" performance-type tudget, 2 long-sought goal since 
its original conception in the Report of the Taft Comnission of 1912, telcne- 
ing resource allocation to benefits by relating cost imut with the output 
benefits, utilities or performances over a longer period of time. This 
concept provided top defense management with the means to achieve "real" 
unification of military activities. 


Deficiencies in the Prior System 

Prior to 1961 the Defense Secretaries had to resort to the so-called 
traditional "budget ceilings” approach. After the President set the total 
levels of defense expenditures, the Secretary of Defense would allocate than 
among the three military departments on & somewhat arbitrary basis. In turn, 
each military department would distribute the olloested ceiling among the 
functions, units, ani activities. If it exceeded the approved ceiling, an 
adücrxhu budget vould be presented. All the lud,et sitmissions were then 





1, thr Suithies, “Conceptual Framework for the Progrem Budget,” 


prem Budgeting, ed. David Novick (Washington: U. S. Government Printing 
ice, 1205), р. 9. 
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reviewed concurrently by the Office of the Secretary of Defense to reach a 
balance which oftentimes experienced severe difficulties „> This review 
often was done in a hectic amd hurried manner and crammed into a few weeks 
diving the anmmal budget reviev. 

In this practice of Uudget-nmaking it wes not surprising that vericous 
shrewd and ingenious techniques were employed to jet mre of a share of the 
total defense budget. One of the outstanding procedures of a department 
wes to overemphasize end give overriding prioritios to its qm unique mis- 
sions to the detriment of overall or joint migsions. nother maneuver was 
t strive to lay groundwork for an increased share in future years by using 
various techniques such as the “foot in the door,” “thin edge of the wedge, ' 
or “one-year-at-a-tine," ete.” Lack of rational analysis tended to mie it 
солоп among the services to appeal directly to the Congress, and not in- 
frequently to resort to muss communication medio to publicize the issues 
involved against unfavorable decisions. 

The most outstanding defect in the old system wes the almost cum- 
plete separation between military planaing алі засебну. Mr. Hitch emalyzes 
the lack of integration between the two as follows: 


le 4... the plaunin [was performed) by the military 
plemers ond budgeting [wes prepared] by the civilian Secre- 
tories aml the comptroller organization. 

2. RPudget control was exercised by the Secretary of 
Defense but plaming romined essentially im the services. 


г‏ وا کہ 


3. Whereas the planning horizon extemled four or more 
years into the future, the budget was projecte only one 
year ahead, although it was clear to all involved that the 








teh, DDe 23-2. 
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lead time from the start of a weapon develomment to the equip- 
Ping of the forces ranged from five to ten yours. > ə > 


à. Planning was performed in terms of missions, weapons 
systems, ani military units of forces—the “outputs” of the 
Defense Departzaent; vudooting . . . vas done in term of 
such “inpute” or intermediate products es persomel, opera- 
tion anil maintenance, procurement. .. . 


5. Budgeting, however crudely, faced up to fiscal real- 
ities. The planning was fiscally unrealistic cml, therefore, 
of little help to the decision-maker. . .. 








6. Military requirements tended to Le stated in abso- 
lute terms, without referunce to their costs ... [regarü- 
less of the fact that) it mat be considered in relation to 
its cost . . . [vecouse] military requircuents aro maning- 
ful only in terms of benefits to be gained in relation to 
their coste . o o 


Another aspect of deficiency in the old systen wes inadequacy in 





the types of data and information needed for making major defense progran 
decisions. Mr. Hitch exploinod to the members of the Senate Subcommittoo 
on H&tiogal Policy Michinery that "the financial management systea mst be 
male to provide the data needed by top Defense mangement to make the really 
erucial decisions, particulerly on the major forces anil weapon system needed 
to carry out the principal missions of the Defense Establishment." Ше also 
testified that the past Secretaries of Defense "just did not have the infor- 
metion they ought to have hèd; in the fora in which they really needed 4t." 

All these defects in the prioc system clearly explain the critical 
need for an improved system ani they also imply tie direction the new 


system Ought to pursue. 





Libia., DD 25-20. 
Senate Suocommittec, Hearings, р. 100%. 
3134. , р. 1002). 


راو هووا 





—— — بد بس a LI‏ 
وغم مو — —À‏ — 
— مرسيټم بر سم ټس ES‏ 

وم ومو үз‏ يت مع о а битте‏ کم مسر 
-—- ~ هم سم а‏ رل تت یاب — 
| — — — — 
























Purposes ami Goals of the New System 
When Charles J. Hitch took the office of Assistant Secretary of 
Defense (Comptroller) in Jemuary 1961, he was immediately concerned by the 
missing link between planning end programming on one hand, and budgeting ami 


 f4neneial management on the other. Associated with this gap, he also felt, 


was a severe deficiency in the information system as a basis for making 
crucial program decisions in the Defense Department. Early in 1961 he took 
action by presenting his proposals vertally, formulating them in an Office of 
the Secretary of Defense [OSD] paper in April, issuing the instructions for 
the new system to the military departments in May, and finally outlining the 
system to the Congress on July 2%, 1961.7 
The fundamentel purpose of the new system was to provide top defense 
management with the informtion for mjor program decisions needed to accom- 
plish the national security objectives. The types of major decisions have 
been elaborated by G. H. Fisher of the Rand Corporation ag follows: 
(1) Decisions as to whether weapon system X, Y, or Z 
(or some combination thereof) should be chosen to perform 
some national security task in a future time period. 
(2) Decision as to the force size of certain weapon 


(support) systems, particularly where these systems are 
complemen and not ii tho same militar; depariment. . .. 
It is a “joint” question which mst be viewed in the con- 


text of the total strategic picture... . 


(3) Ia some instances, decisions regerding major opera- 
tional c ts (ha-dness, mobility, alert capability, dis- 
persal, etc.) of koy weapon (support) systems anû forces. 
[Underlining added.] 
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With regard to the information required by the new ays tem, 
My. Witch says: 





First, he [the Secretary of Defense] needs to know 
tae alternative we system available to perform each 
of the = — کي پا‎ om in the future. 
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The above excerpts provide the basis for the new system and give 
some insight into its structure. The following seven goals of the new 
system will further the umterstanding of the new sysiom: 








then on the basis of unilateral "yp and prioritios of 
imlividuel Services. 
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range programming — Budgeting wiil contame to 


involve close scrutiny of detailed resource 
needed during the relatively short-range m period, 
but any decisions mide at this stage should normally be 
comatible with currently approved program, 
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system must اد سس‎ 7 “means yor сс review of рго- 
Gram decisions ami a mechanism for changing the programs 
whenever a need for a change is recognized. Budgeting 
funding, tied as they are to the anmal appropriation cycle, 
must, of course, continue on an annual basis; but this does 
пої in any мау preclude continuous appraisal of long-range 





Progre sporting. Control of approved programs 
must be exercised through a system of progress reports which 
highlight significant deviations from approved plans so that 
timely action may be taken. 


6. Ability to make cogt-effectiveness studies. The 
programing system must provide a routine capability for 


making cost-effectiveness studies of alternative force struc- 
tures. The costing techniques used mst be accurate enough 
to provide a basis for comparing programs, yet at the same 
time responsive to allow frequent studies of many 
alternatives without imposing repeated, burdensome workloads 
on Department of Defense personnel. 





2 int tion of nt of Defense information 
programming system imposes rather heavy require- 
ie fer information on the Services. Other reporting systems 
heving similar requirements should be revised in order to avoid 
duplication. Through such a process, the pragramaing system 
can play a major role in the development of an integrated 
Office of the Secretary of Defense management systen. + 





In summary, the new programming system has three aims: (1) To 
permit analysis of total force structures for oll of the services in terms 
of common "— or national objectives which cut across traditional 
military service boundaries; (2) to project the resource inputs or fisan- 
cial requirements of the proposed force structures Over an extended period 
of years on & continuing basis go es to reveal full cost implications; and 
(3) to introduce systematic quantitative analysis in evaluating alterna- 
tives as an aid in making mJjor program decisions. The premise here is 





"Department of the levy, Office of the Chief of Hval Operations, 
2 : ~ : | Pax P. i and Il, OD V2OP-1, 1965, р. 1-2-2. 
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thet, according to Mr. Hiteh, “all military problems” are in essence 





"in one of their aspects, cen 
4 
e 


Ис problems in efficient allocation and 

use of resources. 
It is apparent, therefore, that the structure of the new 

planning, programming, vudgeting system is ccmmosed of Five elements: 


. А structure in term of missions, forces 
and weapons with its supporting systems. 


« The analytical comperisons of alternatives. 


‚ À eontinaally updated long-range force structure 
and its financial progrem. 


» Related ےو تج‎ decision-making on new pro- 


. Progress reporting to test the validity ami ad- 
ninistration of the plan. 








leharles J. Hitch ani Rolamd N. MeXean, The Ecommies of Defense 


in the Nuclear Age (Cexbridge, Maos.: Harvard Univezsity Press, 1700), 
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СИЛРТША ІІІ 





B OF THE Nw SWT 
Planning, Piogremaing, Dudgeting 
and Their Relationshine 
What is plenning? What is programming? (nal what is budgeting? 
What are their relationships? David Novick of the Rand Corporetion, who 
suggested "program budgeting” for the U. S. Air Force 1n 195b, defines 
Plemiing as “the selection of courses of ection through a systemtic consid- 
eration of alternatives, ami programming as the wove specific determination 
of the mpower, materiel and feellities посезезгу for accomplishing e peo- 
gram. They are really aspects of the sam: process, they differ only in 
emphasis, "! 

To be more specific, planning is the process of determining actions 
amd specifying time-phased military force requirments to eccoplish e mis- 
sion; whereas progremming in tae process of trumsiating planned military 
forces requirements into time-pimsed manpower cml materiel resources re- 
quirements j and budgeting is the process of tramslating manpower em 
material resource requirements into time-phesed financial resources, that is, 
io the interuodiato process between 





р. 6.‏ دو 


of the Navy, Presentation Notes for "DOD Programing 
System in Department of the Ivy,” 1565, p.» 7. 
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Programing provides the mich needed bridge filling the gap Letween 
planning end budgeting. It is a "transformation device" مه‎ 





n the tuo. It 
relates means to ends, end objectives to resoucees, in teras of development, 
production deployment, aperstious of forces or systems. The importent poiat 
is thet major decisions in the federal munegeuent have to be made in term of 
“yeagrams,” in fact, procram-decision became txxiget-decision ami vice versa 
in the new progressing system.’ This process is facilitated by introducing £ 
new concept of “major programs” anl their components, that is, “program 
elements.” 


Major Progrems 
Military activities are grouped in terms of the primary missions ta 
be performed and are represented by major progewas. Similer military mis- 
sions of the services are aggragated into breed functional clessificetion 
such as all-out war, comtinental defense, couventional limited war, trams- 
portation of military forces to overseas, anil supporting activities. Cu: 
rently eight major programs are maintained, such as the following: 






Program I. Strategic Retaliatery Forces: the forces that 

to carry cut the long-range strategic 
mission ава to carry the main bureu of battle in 
general. They include the lonj-renge bombers, the 
&ir-eto-ground and decoy missiles, ani the refuel- 

ing tankers; the land-based ani sulmmrine-lased 
stratesic missilles3; and the systems for thelr commen’ 
amd control. 


Program II. Continental Air and Missile Defense Forces: those 
weapon system, warning communication networks 
amd ancillary equipment required to — 4, 
track, and destroy unfriendly forces appruac 
North American Continent. 














Izenate Subccemittes, Hearings, p. 100). 
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Program III. 


Program IV. 


Program V. 


Program Vi. 


Program 711. 


Program VIII. 





Ge: se Forces: the forces relied upon 
to рео Om the entire runge of camat operations 
short of genezel muicleer wer. These include mst 
of the army's combat and combat support units, 
virtually all Navy unite, 211 Merine Corps units, 
emi the tactical units of the /ir Force. 


Airlift cnal Sealift Forces; those airlift and 
eealift forces required to move troops and cargo 
promptly to wherever they might be needed. In- 
cluded in the airlift forces ave both the MAS 
transporte aml the Air Force Tactical Air Command 
troop carrier airoreft. The seclift forces in- 
clude the troup ships, cargo ships, and tankers 
operated by tie BIE anî the "Forward Floating 
Bases." 


— * cen: equipment 
وپ مھ‎ on of the Reserve end 
اسو‎ "блоха personnel of ue several services. 
















1 de- 





ell ressurob سه‎ 

Xt ort not directly identified with ele- 
— of other programe—i.¢., where there has been 
mo decision to produce for inventory. 


سیا 


5: support activities of the several 
me agencies which serve the entire 
pa. ۱ It constitutes an "all- 
other" or residual category of activities or pro- 
preme emi includes all costo not capable of being 
Gdivectly o7 meaningfully allocated to the other 
major prog. 
Military -ssistence: oquipoent, training, anà 


related services provided for armed forces of 
allied ami friendly netious.l 





fo recapitulate, major programs cut across the entire defemse esteab- 


lishment without regard to military service or agency, program elements 


aggregated into a major progrem either complement each other or are close 


substitutes which should be considered together in making major program 


1доуіск, рр. 13-13. Program IX, Civil Defense, is omitted since it 


hae been dropped from 


the program list. 
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áocigions, and ell major programs taken together constituto ihe completo 
defense establishment. 


Program Elements 

Major programs are subdivided into progrem elements. The progrum 
element is the smllest unit of military output controlled at the Depart- 
nent of Defense level. Program element is Geflned zo “integreted cabina- 
tions of men, equipment anil installetions whose effectiveness could be re- 
lutea to the mtionel security objectives . ns they are the forces, 
weapoms or support systers, ami similar types of integrated activities by 
means of which the missions ere accomplished. OMen-elted examples are 
the 3-52 bomber force, POLRI Fleet Ballistic Missile System, missile 
battalions, recruit training, the Manned Orbiting Laboratory development 
project, ete., together with ell of the supplies, weapons aml manpower needed 
to mhe them militarily effective. To illustrate, the program clement con- 





tainod in Program I, the Stretagic Retalictory Forces, cre described in the 
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Чижов, Decision-imking for Defense, p. 32. 
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POL RIS Systen 
REGULUUO System 


D. Communit Control, Comaunicetions aml, Support 





dp 


Sic Control System (4051) 

РСС (NC-135/B-4'7) 

ШУ Lmorgency Rocket Cammnicatiocns System 
ieee Operating Support 

A&venoed Flying end Missile Tra: 


There are about 1000 program Clements in the total defense establish- 


ment of which the Navy and Marine Corps have 205 program elemeats.^ Te 





program clement is important since it is a basic building block of the pro- 
grumi system. Every defense activity in ike Department of Defense falls 
within one of the program elements. In essence, A program element 





а well-defined, hasogencous aggregation of military activity; the very pur- 
pose of the program element stzucture io to aggragete these units most noan- 
ingfully and conveniently for top-level decision-maliing. All program ele- 

manta taken together make up the complete defense establishment. 


Five Year Force Struchms and 
Pinancial Plan (PFYPOOPT) 


The culmination of the progremming syste is reached in the Five Year 
алй basically is the swmary of all epproved pragrams for the Department of 
Defense. Onee the Secretary of Defense formlly approves the Plon, it becomes 





олса). Pian. It is the fowalation of the new systen 





Tinia., р. 25. 
۱ at of the Ivy, Presentation Notes for "DOD Progreaming. . ,” 
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binding for programming purposes on all components of the Department. It 
projecta the forces for eight years and the reminiter of program resources 
levels for five years into the future. For full cost implications, five 
years seem to be reasonable in terms of time-span becauge that period is shori 
enough to make possible reasonably accurate estimates andi long enough to pro- 
vide a realistic approximation of the full cost.” | 

All of the program data, together with a description of the forces, 
their tasks end missions, procurement lists, facility lists, and so forth, 
constitute the Five Year Foree Structure anl Finenciel Flan. In testimony 


before a Senate Subcommittee, Mr. Hitch explained: 





. . . ۵8 each year goes by we will project our requirements 
amd programs forward ancther year so that at all times we will 


a هاس لسا پس‎ лр синае оо пола ро ра 
Thus the Department of Defense will have et cli times tentatively 


approved programs, fully costed, and projected at least 5 years 
into the future, to serve as a plaming guide to the entire 
Defense Establishment .< 


Program Change Control System 

It will be recognized from the outset thet this total "inventory" of 
the entire defense establishment will become ineffective or even meaningites 
unless it provides come flexibility to met changing conditions, new develop- 
ments and new requirements at verious times during the year. Obviously this 
goal, cen be realized only through the use of same type of « continuous re- 
view process rather than by the traditional camprchensive anmal require- 
ments review. Consequently, & new program c..u5;2 control system was developeü 





cares 9. Hitch, "Management of Defense Dollars," The Federal 
оед Vol. il; №. 1 FAN, 1962, 35. 


“senate Subcommittee, Hearings, p. 100). 
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to help attain this purpose. It provided for two kinds of changes, one 

for the changes which exceed the established threshold, for the approval of 
the Secretary of Defense in the form of Program Chemge Proposals, commonly 
referred to ag PCP's; the other 1s for the chunces bellow tae threshold. in 


this commection it showld be noted that the Five Year Program lies at the 





heart of these changes. ‘Thus, when a chance proposal is approved uy the 
Secretary of Defense, the revised program becomes the new basis for euscu- 
tion and control and, aa a consequence, the latest approved nlan always re- 
fleets the current best prediction of future cveuts.! 
rogram Change Pronosals (PCP's).--A1) changes to the Five Year 

Forse Structure and Finaneiel Plan which go beyoni the established threshold 
mast ve submitted by the service secretaries in the form of Program Change 
Proposals for the approval of the Secretary of Defense or the Deputy Secre- 





tery of Defense. PCP's are subuitted when the services desire to introduc: 
new program elements, make major changes bo uxistigy cleuents, or when amy 
program element deviates beyond prescribed limits (thresholds) from the 
schedule and costs projected when 1t was approved. 

Thus, when the assumptions of cost ani progress upon which approval 
wes pesed become significantly effected, the system autometically brings 
the matter to the attention of the Secretary of Defense through "management 
iy exception." Program slippages, cost overruns, or failure to meet reli- 
ability goals, may chiunge the character of the program to thc degree that 


it is по longer the best on a cost-effectiveness basis, amd reorientation or 
2 


cancellation may be required. 
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Below threshold chenyes.--Gecretaries of the military departments 
zo cuthorised to approve claugyes to the Five Yver Force Struciarve eni 
Financial Plen bew specific taresholds estuiulishel uy the Secretary of 
Defense. If the cumilative effect of such choose, including additional 
chaages proposed, equals or cuceeds an established threshold, a PCP cover- 
ing ell of these changes mast bo submitted. Delow threshold changes must 
ve vithin approved Total Oblipstional Authority. 

.üventageo of Proun Chang àils.--]he advantages of the Pro- 


cwm Change Proposel ayotem are several. Fist, At medias 16 possible to 





maintain at all times an approved force omnl finuxiol pisn projected over 
e span of five years.” It provides for year-round decision-making without 
regal to the anual tadgct cycle. 

Second, the submission of a FCP by s4 service comes as the 
tion of a major staly vhich involves estimtes of cost ani effectiveness 
over the long-term period, aml considers altermtives anl trade-offs. 

Taind, through this system, costs are contimously related to mis- 
sias anà military effectiveness an as 2 result economy and efficieacy will 





i by weighing the costs aml benefite of alternatives. 

Pourth, the FCP sywtem enhances e services" ability to present 
the Gecretary of Defense with carefully-worked-cut program proposals гай 
pertinent date to support than and, in turn, 1% permite a review aaxl ovalin- 
tion оу the Defense Department agencies in the Licht of the total defense 
want without rega to question of service jurisdiction. 

Finally, it fecilitates uprard, dowwerd, or horizontal commnica~ 
tion. Proposals flow wea em decisions flow dowererd, as reflected in 





1 
Puovick, pp. 22-23. 
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the Five Year Program, and meantime closer cooriinaiion is facilitated 
through exchange of information among the components concerned. Staff re- 
view in the Department of Defense із accelerated by designation of a coor- 
dinating office for each proposal, responsibile for “spearheading” and inte- 
grating the review ani proposing the response of the Secretary of Defense. 
The coordinating office is required to inform the Secretary of differences 
in opinion among the participants, if any. 


Cost Categories 
In order to reveal full cost implications of a weapon system, the 
cost must cover not only one-time costs for development, procurement al 
construction of facilities, but also the recurring ai2 operating совёз. 
The cost of each program Gleaent ic broken dure, іо tute categories, 
memely, (1) research and development, (2) initial investment, anê (3) anal 
operating costs." These cost categories are defined as: 


(1) Resea 3 : t - those progran costs pri- 
marily associated DE db مه‎ ndi aiti in- 
cluding the develoment of 2 new or improved capability to 
the point where it is recdy for operationsl use. 


(2) Investment - those program costs required beyond) the 
phese to introduce into operational use a new 
capability, to procure initial, additional oc replacement 
equipment for operational iorees or to provide for major modi- 
fications of an existing capability. 















(3) Qnereting - those program costs necessary to operate 
ami maintain the copability 


nt of the Hevy, The Navy Procresming Momal, pp. 1-6-2 ani, 
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Go 
Sueh clagsifiloetion of coste highli;jito tho key decision pointe in 
the life of a veepon systen. Decause of the rammu: cutiays invelvad in 


Geveloping a new weapon syotcur~for emaple, (2. Liliion was spent for 
LINB, $1.5 billion on the طتلتسکتھاا‎ $2.3 billion on the ATLIS, $1.5 





billion for two prototypes of the 3-70, etc.—« dete: mimation to go ehend 
with fullscale development in itself is a mjor decision. It is elso obvious 
thet, before initiating production anil deployment, it is necessary to іку 
the investment costs of a wapas system, whic: often iuvolve billions of 
dollars. Finally, informetion met be &vallol)e on the cost of operating 
the proposed forces each youu. In many cases, for comple a B~S2 ving, tise 
five-year operating costs are ubout equal to the initial equipment coste, 
an in some few cases, for cumple on infantry division, the operating costa 
for owe year are actually greeter than the initia investment costs.” 

Costs are measured in teres of “total obligational authority (IM Fw 
taes amuot required to fimunce the program clement in a given yeer, геги 
less of when the funds avo GPC WIL vy tie Conr oss, obligated, placod 
; Or spent. The coste of each procram element ere broken down 
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gion of program costs ta the budget, ema vice versa.” 


Rescuree Gategories, historial 
jak Construction sarase 


2Atuwg in top-level programing, poluzy empassio is placed on 
program elements. situations often arise where docisions are called fur 
epecific resource Ingute which ore in a significant degree inispemient of 
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program element decisions, such as a decision with regard to the replacement 
cf a two and one-half ton “ruck. Moreover, even íin cases where independent 
resource decisions are not called for at the Office of the Secretary of 
Defense level, a need exists for expressing program element decisions in 
tems of their implied resource requirements. This permits explicit planning 
for the acquisition anû financing of resources, provides & convenient link 
with budgets, and affords a means of subsequent control of programs. Re- 
source inputs are defined in terms of “resource categories. "? 

A resource cetegory is either a unique type of resource or hoen- 
geneous grouping of relsted resources. Every resource input falls within 
one of the categories, so that the sum of all resource categories equals the 
total. Defense Department resmurce requirements. "here are four mejor types 
of resource categories: Itens of equipment, military construction, manpower, 
ami functions and activities financed under (oe Operations and Maintenance 
appropriations. Whenever possible, resource categories are measured in 
both finanedal oxi nowfinencie2 terê. 

Resource categories ure nov listed in two sanezes to the Five Yoar 
Force Structure and Firanciel Flan, a Materici (Amex and a Construction 
Amex. The former is a Listing ami collection of data sheets for the nore 
important procurement Linc items and ig composcă of two parts. Fart I ig e 
line-item "shopping list showing the quantity anû cost of all procurement 
lino items thet exceed $2 million in one year; it covers the current year, 
budget year and the four ensuing fiscal years. Fart II, soumtimes called 





1рерагімеп of the Navy, The Navy Pragroaming Mammal, p. 1-3-3. 
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the “Weapons Dietiouary,' ds a colleetiou of data sheets waich contain 
deocriptive information ol dote on production requiremenug, inventory, 
cost anû operations for « particular line Лим. 

ms Construction {micx shows approved constraction projects Гог the 
current year, ihe budget eur, ami four ensuing Pisoal years. It comtaius 
descriptive information, cost data, ami scheduled dates. 

Since the sum of ell. program elements constitutes the total miiliary 
quit and the sum of all resource categories equlg the total resource 
Зи, these two dimensions provide differeni. slices of the same basic over- 
@ll defemse progrems. Neither cimeucion alone gives sufficient infomation 
for oll Office of the Secretary of Defense plouming emi control. Whereas, 
both taken together provide o complete pietire of the sources aml uses of 
4 among the various defense activities." 











linia., pp. 1-3-4, 1-3-5. 
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CHAPTER IV 
آ0‎ ОР TU SIH 


Ag its name implies, the planning, progr » avi budgeting systen 
operates in three phases: (1) military planing aai requirement determinz- 
tion; (2) formulation anà revise of the programs, ol (3) development of 
annual budget estimtes. To visualize the system in use, the operation of 
each phase will be outlined. The first two plases—plaming and programming 
-—~ere comlucted on a contimin, year-round basis, while budgeting involves ч 
once~a~year operation colnciding with the federal muiget cycle. 





As defined in the precoding chapter, plenuing is the process of 
determining actions and syecifying time-phased military force requirements 
to accomplish a mission. in the new system it starts with the Joint Stro- 
tegic Objectives Plon [JSGP] by the Joint Stuffs in the Joint Chiefs of Staff 
with help from the respective planning groups in the military departments. 

However, they are not merely requirements studies in the traditional 
sense; rather, they are military economic studies which compare alternative 
ways of accomplishing national security objectives. They try to determine 
the plan that accomplishes the sost Тог а given cost or achieves a given 
objective at the leest cost.’ ‘These are essentially "cost-effectiveness 
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c'ariies" or systems &uzxlyses which vill be described in the following 
chapter. It is important to note that the teslencey to state military require- 
ments in absolute terms has been discouraged since, نا‎ reality, resources are 
always limited and the eltermiive uses of avaiicdic vesources must bo a 
prime consideration. 

Originally the review of military reyuicements etarted in March 1962, 
when Secretary КоМешаго assigned aporoxinately 120 study projects to the 
Joint Chiefs of Siaff, the military departments, anê various components of 
the Office of the Secretary of Defense. Many of these projects were con- 
cerned with critical aml difficult requlremm:ts problems such as the need 
for ond emphasis to be placed on strategic bowbers and missiles, Anti-Sub- 
marine Warfare [ASW], exmphivious forees, the quolity of conventional мег 
foreca aud how to improve them, he development of a nov tactical fighter 
aivereft, and so on." 


Now each year the Joint Chiefs of Staf? heve tho opportunity to 





recuammenl to the Secretary cf Defense through the Joint Strategie Objective 
Plan [J60P] the mtliter; forces aad колос problems: which they consider should 
be supported over the next five to elgnt years. In the spring of each year 





whe Secretary of Defense reviews these recomuende 

makes preliminary decisiom, ani provides “tentative force guidance" to the 

military departments. This serves as a basis for the preperation of their 

formal change proposals to me Fire Year Force Streeture ani Winancial Plan. 
The principal “cosi-effectiveness studies” are scheduled for comple- 

tion at avout the same time in order to provide the Secretary of Defense and 

da primcipel advisors infermtion necessary to cope vith the most critical 
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eni difficult requirement problems." Мацу о? the requirements studios 
urigiuate with the Seeretexy of Defense; otlver: (бый Trær the Joint Chiefs 
of Steff, the military depactwents, anl varlaw clawents of the Secretary's 
ever.” 
Phase 2. Formation and Review of Programs 

Programming wes defined in the preceding chapter as the process of 

4g pleased nilitery foree requirements into time-phased mampowez 
сай uwateriel resource reqiivemente. It is a contimeue, year-round opera 
tion in the new system. Tu tuis phase, the cost 232 offectiveness of alter- 
native mixes of weapon systems to meet certaiu geusralised sequizoments 
within tae framework cf “major programe” ere ecrutinige’ and determined. 
The process of the nmrogrem review is « teem effort with participetion by the 








gervioe aecvetaries, he Chloe of Staff ani the functional eesistent Sacre- 
tories of Defense. In the procvea of discussion, the implications of various 
woys in which a war might develop would be explored. 

the Five Yeer Porce Tliuctsve om Finoucioel T2823 serves as the only 
it is binding for programming purposes on all components of the Defense 
Deparment. Ag pointed out cuclier, all. program sce subject to continous 
changes مه‎ therefore ore updated every other month; in the Five Year Pro- 
grams this procedure is accomplished through the pragram change control 
system. A trie? swemary of the procedure in Lise this: Suwhmtlesion of pro- 
Crus change proposals by say major compoment of the Tofeuss Poportmen:; 
their review by all. diutercsted components; thee Secretary's decision om each 
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proposal; and finally, the assignment of responsibility for carrying out a 
particular decision to the appropriate military department o: agency. Tiun- 


dreds of program chenge proposuls nave Leen eulmitted cad 
і 





chenges involving billions of dollars. 
/ithough changes may ue prop 
view of the Joint Strategic Cojectives Plan by the Joint Chiefs of Staff. 





coed at any time ding the yeer, the 





Usually by August the Secretary of Defense remlers the mijority of decisions 
regarding the chenges. ІГ aegproved, chenges are comaniiceted Gowaward eni 
the military departecnuts receive the decisions shout the program chance pro- 
poselts and evaluate thes; within ton days the cgpropriste Gspartmeni suixits 
ےہ‎ Program Element Sumsary Form ocknowledging receipt of the authorize’ 
chemges as well ac upisting the Tive Year Progrums. 

The initial development of the programing system n 
1941, amd &ccorüing to Mr. Hitch it wae "an enocwous undertaking."^ The 
problem vas to sort out cll of Use myriad progrem ani activities of tie 
defense establishment ond regroup then into nesningful program elements. in 
addition, they had to mike progrem decisions that would form the besis for 
алиса to the services on the preparation of the Fiscal Year 1903 budget 
through a critical examination, by the Secretary of Defense vith his military 
aavigers, of a range of alternative programs in term of cost-effectivenesas. 

It wes at this stege that the mjor pagrus, which were originally 
called “program packages,” wore formulated as a result of this amalysis. 
ise various categories of the coats, the resources anil meagurementa of tine 








timid., p. 39. 
“тыд. , р. 32. 
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costs in terms of "total oblisstory ې احمنامه‎ which arè nov being used 
were introduced at this tim for uniform usace. 

Sewtember 22, 1961, awl « giiduace letter wag ivsued to the military depart- 
mont which wes used as the basis for FY 1X3 budget. This pregram guidance 
tabulated the approved forces aud prograas fav F¥ 1903 through 1967 for each 
of the together with a@planatory notes eml promircmnt Lists, where 





Phese 3. Development دعسا که‎ Dudget iotinates 

She third phase of the system, budgeting, has been defined as the 
time~phased financial resurs. It dis apparent tugt in this пеш system cf 
program budgcting the magei-mwmaing will consist œly of converting a one- 
year slice of approved yrogrums within te Five Your Programe into an appro- 
priate Vulg... focuat ame supporting detail.  .coording to Mr. Hitch, "in such 
@ system vat only would budget decisions be pragosa decisions . . . ut pro 
gram decisions would be walyet decisions," since “decisions to embark оп 
programs would be explicitly decisions to provide the resources raquired te 
carry them out."? 

It shoulà be enphesized, however, tht the program review is not s 
substitute for the anmeal budrct review. Rather, 1t is designed te provide 
a bagis for the preparation of the anmmal ілайдот a6 well as gquidame for 
Arre planning.” 





Thepertwent of the Navy, The Progrom Char 
PIpid., p. 1-1. 
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Having the Five Yeer Programs updated at ell times, the Defense 
Department is able to draw up cobher quickly « detailed defense budget by 
using the first increment of the approved programs, together with other 
policy guidance, as the basis. This makes 2 mich more orderly amd thorough 
budget preparation possible, since it would provide the time for greater 
detailod revisw of oll the factors involved in ihe preparation of a defense 
bulget such «s shopping liste, production scheiules, lead time, activity 
rates, personnel crade structures, cost eatinnsies, status of funding, and 
ко ою. 

Budget preperetion 
and submission - 

The Defense buwiget is prepared anmuelly and expressed by appropria~ 
tion titles which are organized. in terms of resource categories as noted in 
chapter Ii. Titles are clossi?ied into five ostegories: Military Personel; 
وول موه‎ cr Maintenenco; Procurement; Research, Development, Test and 
Lvaelustion; &nd Military Construction. They are somwhat different from 
the program structure. Im contrast to his original thou 





ght, Mr. Hitch 





зез 2 certain civentage In leaving the epprooriation structure intact. 
We asserts that the Defense Deourtment mist be managed not only in prograna 
terms but also in term of reseurces in the first nlace; that thoe appropria- 
tion structure also provides nesded flexibliity for adjustment in the pro- 
grams end finally thet Congress prefers the existing structure, particularly 
the Appropriation Comnlttees .” 

The budget covers û three-year period at one time: (1) Prior Yoor - 
tae fisca? year immediately prior to the current fiscal year. It indicates 





Isenate Subcamittee, lizarings, p. 100). 
“Hitch, Dec 





GM ne’ =>... —‏ ھا 

- tuns eed سس‎ à A Rem aes 059 ے ھ‎ c 
ee рн 5 سر‎ - г. UJ 
یس نټب اد« ود بب ته مس »ما مس مه مه ۶ وې‎ 
هم وس‎ lm —ы— 
wwe? «VU leew 2 a i جس بے‎ Fm ад 
I ae ee وي تصویضڅ‎ 
m — — — — ee 

















ly 

boy funis, previously approved by the Congress, vere actually utilised; 
(2) Current Year - the fiscal year in which the services are operatiny. 
It reflects the latest plowed use of fums approved by the Congress for te 
year; (3) Budget Year - the fiscal year imexiiutely following current fiscal 
yoor. It reflects the regueet of an agency to the Congress for fumis to 
support its programs. 

Normally, the amaal bwiget submission to the Secretary غه‎ 76 
is mide ammually on l October, some nine montlo prior to the applicabile 
1 183451 year. All approved program that ere within the Five Yeer Prou 
as of the established date ave duciuded in a basic lviget submission. Ueu- 
amalyste make a joint review of the laxiget requests by the military depart~ 
ments amd defenpe agencies. Leved on such review, teutative budget decision 


on specdfic items or programs exe made by the Secretary of Defense.” Too 





éocicions are truüuneuituüo to the ctmponents comeermad in the form of 
"Oubject/Issue Papers," more commonly known ao "Oporetion Snowflake." 

These procedures shay a marked differeace fran the pee-1001 practice 
where one overall meriup ("cay Goose”) wes common. if an individwi gër- 
vice secretary or hosd of a defome agency disegreas with a decision, he has 
the opportunity to appeal uy sulmitting to the Secretary of Defense a posi- 
tion papers reclamr-preperad vy bureaus, offices and pragrvem sponsors. 
ifter consideration by the Defonso Secretary of each reclam, 2 final deci- 
sion ie mode. Tentativo decisione automatically beca final if no oppo 
ب89‎ Based on the decision, the usual budget schodules are prepared 


Department of the ikuy, Te Wavy Progromming Baal, pe 1-5-5. 
“Department of the Muvy, he Progzes Change Contzol System, p. 20. 
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and sumitted to the Durew of the Budget for inclusion in the President's 
Met. Mormally the frecicent presents his iudget requests to the Congres 
soon after it convenes in Jumary of each yeu. 

The Department of Devome sulenits ite ocxixt to the Congress in two 
ways--in conventiousl terms, snl in progrem terms. The Secretary of Defense 
presenta oni justifies it by peograms. He hos primcy responsibility to 
defer the defeme budget os a whole, anû each element of a program is 
justified ani defended ly the cognizant service departamat or egency." 
eves, the Defense Subccumittess on Appropriations in both Houses heve not 
deviated their hearings significautly from the traditional ways. 





Ноч- 


Cost Information бую баа 
at must be clearly understood. thet a principal goal of the pro- 
gvemeing system in the Defense Department is the capabllity for mking rapid 
coat comparisons of altermetive weapon aystew ог foves structures. Ino 
Senate hearing, Mr. Hitch stated explicitly the importance of cost in the 
now systea in the follovin; tere: 


Mr. Dufte: . « » Could you indicate what you think this 
difference [between the old сл the naw systen] 
really isi 


je. Hitch: There ave two ossential 07 
o One is that the cc 









‘senate Subcoamaitieo, Hearings, р. 101. 
mtd, р. 20. 
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Later in the same tectlmoany kc again exphasiscd that: 


ROL We are Atiampting to do wath the pro- 
yun mene ve 4. ( Ore unis 


y. ia the past it hao been prO- 
from timo to tine, on the asia of 
eyecial veemiicements.L [Underlining added. ] 













Despite the nead for progrem clement costs the inherent difficul- 
ties involved in allocating fined costs, ani, ia yorticular, Joint costs, 
deny an easy solution. Berroco ure due in part to the fect that therc always 
امه‎ varying degrees of uncertainty which aco inevitetle ia the develapueu 
of & new weapon system. These errors in estimeting costes aleo have been 
caused by overly optimistic estimates of the offart remiired to achieve a 
Given result ar by overlooking or ignoring significant elements of cont. 

Mr. Hitch claseifics the latter as the problem of estimating the 
Час past the costs have been unlerestimted by factors of two to ten, not 


1 costa of new weapon syotem aml be cites timt in 





two to ton percent, tut 100 to 00 percent!" Deupite the ummy efforts to 
improve the situation vy establishing the Coot ami Economie Information 
Systea in the Defense Departzeeut, the Cost Information Systens in the ser- 
views, and constructing computerized “cost models, > mich more romins to te 
dong. A complete study of the costing program is beyon 
ce to the programalag cystam should not vo 


the scope of this 
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Dogum Progress Reporting 

It is an axiom in management thet pleating, to be effective, sind 
provide & means to neesure actus progress apit omproved plans so thet 
тум, can take corrective actions if periormnce shows significant 
deviations fran the establisied norms or stumbeds. cul more importantly to 
initiate preventive mesures before any significant deviations occur. Tho 
плей for prosrees reporting on « program basia hes been clearly steted by 
secretary Mclkumara: 


The effective managauent of approved programs also requires 
a reporting systen that seeps top officials commtiantiy informed 
of the progress being mile in achieving csteblished objectives 
-—~iy both physical ond FUSCA, terms on the basis of program 
ambities eb af mmf i Чало d he WES миё үйлө of pro- 
grams Tinonced in various appropriation accounts. 

The Defense Department hes established û progress reporting syoten 
in order to determine how closely the militery departummis are meeting the 
pase programs in the Five Year Force Structure ani Financial Plan as modi- 
fied through the program chu? procedure. It provides top minggament in 
the Defense Department with necessary informetion on actual performence of 
a program at a sufficiently early date so thet corrective or preventive 
menoures can be initiated at tae earliest possible time. 

А physical progress reporting system aml resource category cccoust- 
ing Gad reporting system hove been developed in the Department of Defeunc. 
The essential characteris tics of these syste оге: 

„una Report of the Secretary af Dafeme, July 1, 1960 to dune 30, 


1/61," Department of Defense, - (Washington: 
U. S. Goverment Printing Office, 12), p. 


— مه وپټ 
o9 0‏ د —— — ہہ حسم Mee‏ 
OE с + — — — —‏ سه سب وی لت 
o J >‏ 00^ سس !9$ r—— amu Chose‏ 
په c yum XY 9 - mm = r oo‏ 
Ro RÀ 009 + = a tm‏ —— ہی ہے 
— — — — یو وم == — «і мин.‏ 


— — —— 








vhich covers perfovuenco af selected mterial itaw, ess than 200 item 





му mumber, against establiso] milestone secko Por each item, tie 
report shows the milentows ecleduied for completion during the current 





plisiments, and actions telken or required. ‘the sulmailtting department or 
agency Indicates Implications of changes in ux milestone schedule eni in 
fin&meinz requirements. ٠ 

(2) Resource category scommrbing ami reporting -~ A collection of 
aceownting informetion on reecmiree ontegories, Tho initial reporting 
requirements are confined to the “ceapitel acaqwrts”-—Research, Deve 








Seat and Evaluation; Procurement; or Military Construction apgroprietion.” 
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CHAPTER V 


COST-LEEPACTIVENGX ANALYSIS - AH TRODUCTION 


In the preceding chapters it was noted frequently that one of the 
major oojectives of the programming system in vw determine the wayn that 
eontcibute most for a given cost or achieve в given objective for the least 
cost in accomplishing иа ылы, security objectives uy caning a rane of 
aliermitives. Aliso it wow mained out tuat tae cont-eifectiveness anolysis 
ог 6ysten analysis nas been exiwonsively utilized in tae first iwo phases of 
prom budgeting: (1) the determinetion oF auditwry seguironento, cud 
(2) a sevice aud unalysis od program: and program eleweuie. iis chapter 
will deseribe briefly the concept of this approach and its implications for 
deiunse problemsolving. 


Vhat Is Cost-Effectiveness Analysis? 

Essentially, cost-effectiveness amelycis cy ayetem analyais in 
defonse prooleng is used to anewer the follorinz questious;: What strategy, 
force or weapon system offers the createst Garant af military effectiveness 
for & given outlay? Gr, Jeoking at the problem from smother angle, haw a 
given leval of military effectiveness con be oobjeved zt the Least cost. 
Tese decisions camot be delegated to tudgetcors sr oomptrollaers, since, 
basically, stratezgles: are tie ways of using reseurces or tndgete to achieve 
militery objectives. These decisions are the prime conmousibilities af top 
وموعجتحکروت‎ nenecement. 
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С. Hi. Fiswer has listed the major chuvacteristicn of сові- 
offectiveness as follows: 


(2) . most fiudemental characteristic is the syotematic eu- 
amination andi compurieon of altermative courses of action 
Which might Ue tn to achieve specifial objectives for 
eome future time period. 


(2) Critical exmmination of alternatives typicelly involves 
mumercus coupsiderations, but the two melo сай Gre assess- 
ment of the cost aml ihe benefits o чамд оорула 
to euch of Ue Alternatives being capaco to attain the 
stipulated oujectivea. 


(3) The time context is the futuro--ofton ue distiaet future 
of five, ten or more oars. 





TO Suna € سه‎ eens Gm bee, Oe oe romment is 
ome of uncertainty- very often greet uncertainty. 


(5) Usually the context in hich the analysis ملسا‎ place is 
complex with 80800 interactions cain, tae hey —— 
ables in the рос. 





(C) While quantitative methods of analysis chould ve utilised 

as much ag poesitlo, bLocouse of item (4) and (5), purely 
quantitative work. muet often te heavily supmlenmented by 
qualitative ADIDAS o 


(7) Usually the focus is oa vesearch and develor 
investaent-type cecisian penan, emp — * 
Gecilaions are aout cncaurtered. 














(9) Timelínoes io important. A careful, thocouh analysis 
which come six mouths after the critical tiwe of decision 
my ve worth cusentiolly sero, while o lass tiorougir- uut 

Guaue--cuxlysis completed on tino my oe worth 
b ama amit 









Primary Purpose of the Analysis 
It should be ptrossol that the primu рагрово of the coot-efToctivo- 
oa analysis is to assist tho decision-mker in such а vay that his 


RRR وه‎ Lope 





16. Н. Fisher, “The Role of Coot-Utility Analysis in Program dudgee- 
T4 рие pes (Danba Monica, Colif.: The Rand Corporetion, 
1068), уэе 3-4. 
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intuition asd judgment are butter than they would te without the results 
of the analysis. Time, the outcome of the amlyois wlll not texe the placo 
of Gecision-mking; rwther it vill shavpen tie intuition aad judgent of Шю 
decision-mexer. Nevertheless it should ve remenbe-ed that only a emali 

In 





Short, 'quautified common senso' 13 called for oa the part of onalyeta.^ 


Significance of Cost-Effectiveness /nalysis 

The fact that resources are always limited in contrast to unsatiat~ 
@ble needs aml wents in every laman endeavor calls for an ecomunic choice 
from avallable alternatives in order to have a rational decision, The tente 
ides behind cost-effectivensss amlyais ip that just as e private fim soem 
to obtain maximm profit out of the leest coet, co the probleaa of defense 
gpemling can be thought of as the process of velguing the worth of defense 
pooducts or outguts against their costes. LEvalustion of defense spendi iz 
tems of costs and bemefite is more difficult tian that of private business, 
since these is mo price ta: attiuched to defeme output; consequently no 
peofit criterion can be esteblished. 

however, systamtic and quantitative auslyses of defeme spendin; 
aso more important than lusinoss outlay because of their far-reaching impact 
on the economic, political, ani social aspects of the nation. Ое о the 
Problems in decision-~miing for defense is the vast array o? alternativos 
eux, which decisions oco to Uo maio; another io tho fect that there are 
поду diversified and comple: relevant factors involved in these decisions." 
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77 
Фо вове degree this quentitanlve approach perves to mitigate interservice 
rivelries which aro often heavily loaded with sentiment aml, therefore, ax 
to entail everlasting arvgments without 2 sour basis. In addition, Unies 
new apmroach hea helped sivpnificantly to réorion. traditional military 
thinking to а new emi more systematic vay. 


Quantity, ‘duality, amd Margiuel Contoiuitions 

History revenls men; qaweples wien the cheaper ond technically Loss 
efficient veapon proved to be the “best” simply because its lower cost male 
it avedlable in great members. Dut there were othor times in history vin 
"quality" appeared to have decisive effects. Tims it would be resBon&.lo o 
Game that historically the pendulum swings back ami forth betveen quuiliby 
end quality, and neither cost пог effectiveness alone із a sufficient tasis 
upon vhich to choose a weapon system. Both factors mist be considered sim- 
taneously and in relation te oak other.” 

The cost.efrectiveneos studies are usciul for another kind اللہ‎ 0 
prohlen—the question of “how mich is enough?” Ла thio sort of nrovlen, tin 
questions invalved, for emample, are not only, "ро ме need a capability to 
Gestveay J7 percent of the 100 targets?” but also, “Is the capability to vaise 
expected target destruction from 96 to 97 percent worth the cost of 100 ert 
missiles?" 1n other vonise, caammination mst be made aot only of tots costo 
anû total products lust also marginal costs anil marginel benefits, ov may ial 
contributions should be analysed.” 

All these problems involve the choosing of doctrines, weapoms and 
oquipment eo as to get the preniest benefit out of any given level of 
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^Xoid., pp. hó-50. 
p-- рр. 50-51. 
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39 
ewallable resources or to echieve a given level af defense at the least 
cost. However, it mwt te streseed that if the objectives, or the costs, 
or the measurements of military effectiveness ого алови, the answers also 
are weong. A good exemplo i9 the case of the SKYDOLT alr-to-grounl missile,” 
Oujanizetione for System -nalywis 
In the Deferwe Departuent, tho Office of the Deputy Assistant 
Secretary of Defense (System Analysis) has tie responsibility of raining 
the quality of analysis theurhout the Department, to see that studies го- 
quantal. ty the Seeretery ave responsive t bis amie, w review stulias for 
the Seevetary and, where necessary, to do or re-do studios. Qu the other 
head, the Joint Chiefs of Staf? and the service departmenta heve need for 
Eyota analysis anl hüvo cpteablished a form of orpanizetion to deel with 
this problem. For example, the Navy Office of Program Appraisal io charged 
with tae system amliysis shi involving tho Мату ања the Marins Corpse 
In addition to these "in house” capabilities, the Defeme Depart- 
ment also supports @ member of outsido groupe such ao the Air Force's MID 
ration, the Aray’s Research anû Analysis Corporation, the Navy's Center 
foc Heval Analyses, aml the Defense Department's Inetitute for Defense 
iu@lysia. These сома supporting grouns provide detached views ami ace 
able to approech & problem with relatively uublased ani objective attitudes. 





It should be pointed out alco that these arranguacnte provide the broadest 





onchange of informetion ani techniques as well as checks anil balances ama, 
^» 
the defense cogponento." 
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Major Comsiderationa in Coat- 
Livectiveness Analysis 


At tho current stage of ماوصطصتصيدته مه‎ of emplytical wethods it is not 
Puasthle to define a cefinite pet of rules cn hoy to comuct ax appropriate 
tnwlysis, tut sone importar gukdelines, priaoelpl1es,and illustrationo are 
aamereted briefly in the iolloving pacagrapix: 

(1) Proper structuring of the problen is ell-inportant. ‘The analysis 
mast be addressel to the right questions. 

(2) In mixing cagarisons, ca 
be used. For ewmmple, for a specified level of utility to be ettadned ia 
the Sccomplisbment of & given objective, the alternatives may be campers) مه‎ 
the tasis of their estimated economic response Impict; ог, for ea given waget 


weopriate aemelytical Premework mast 





level, the alternatives muy be campared an the basis of their estimated 
utility. The former is the Fixxi Utility Approacs ani the letter is the 


(3) It is usually necessary to construct o model, either form) or 





informal, to be used in the exiytical prooesc. Бого the main purpose is to 
develop a set of relationships among objectives, the relevant alternatives 
avaliable for attaining Use objectives, the estimated cost of the alterne- 
tives, ami the catimated utility for each of the alternatives. 

(b) Uncertainty rust ve faced explicitly in the emalysis. Semitiv- 
ity Analysis, Contingency Analysis, ani & Fortiori Anelysis are three poscit 
techuiques that may be used in dealing with the problem of uncertointy. 

За sensitivity amelysis several velueo (high, medius, eni low) for 
ысу pevemeters which eve uncertain are used iosteal of "expected values, má 
then the results are analysed. 


a зы. 





imis section ig levgely based on G. E. Fisher, “The Role of Cost- 
Utality Aualysis in Probles Budgeting,” Progwi Dulgoting, ed. David Novich, 
Pact I, champ. 2. 
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Contingency anulysis investigates how the ranking of the alternm- 
tives weder consideration: halds up when ea reicvant change ia criterion fo 
ovaluating the alteruelives in postulated, or & major cheage in Ше jme» 
UIL EONS is assume). 

Fortiori amlyois involves an analysis af < verwun Y where intui- 
 ————T————— ® 
2esolvo the major umertaintion in favor of х фа] пос how Y compares dor 
these adverse comlitias. ІГ У БЇЛ) tunes at Lo ve etter then KX, the 
enslyst has a very strong case in favor of ¥. 

(5) Although 1t complicates the analysis bocmse of an inerease in 
Ue vember of variables, уегу often tine-phasiny of the impacto of the 
varias alternatives is 2 requirement. If the decision makers are vot in- 
different wits respect to tine preferences, tao estimates of tine-pimsal im- 
pacts mast be “equalized” over time through the we of “discountin;” 
procedures. 

(6) Sime the model is only a representation of reality, Iit is do- 
pirga to do some v&lidity;y chooking of the amalytical procedure, O.G., CAN 
бло зод). describe mam factas ead situations -emeonably well? 

(7) Walle cost-utility amalysis streseas the use of quantitative 
motixie, the emlyat RÎXA wot hesitate to eur 


3 kis quantitative vor. 
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Aygpreisel - Prolene eal Limitations of the System 

Tus it is clear thet the Socretery of Defense anl his principal 
advisors; both civilium ui military, have been provided a highly effective 
mamagement tool through which they are capable of ualcing sound decisions on 
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rozes ari of mesurkg performances of epp oved programs thereby amm Ls- 
ing cabrol., In addition, they ave able to malify, adi to or delete the 
progrems eg needs arise through the pogram chage control systen. Iorc- 
over, trlgets are in balance vith programs, pragramma vith force requirements, 
force requirements with military missions, awl military missions with 
national security objectives. Particularly important is the fact that می‎ 
cisions ave realistic елй feasible. In effect, the totel wget dollare ro- 
quired by a plan for the future do not excead the Secretary's rosponsilLle 
cpinion of what is neccssary end feasible." 

For the first time in the history of defense of the United States, 
the Secretary of Defense is eble to carry out his vant responslbilitics Чу 
ouerci@ing full “direction, azthority, anki control over the Department of 
Defense,” as envisioned by the National Security Act of 19457 through the 
pisaning, programing, eal trvipeting system. Ry carefal separation of tho 
wget process from progresii this has been cone without prior can es- 
sional approval, a sicingoat romdbloek for bwigetary reform in the pest. 

Defense Secretary Mclimmare bag daecribad the functions of the 
сухом За an expansion of his management philocoms 





It ia through thís systema that we look at the defense 
effort as & whole. Major program priorities can be mening» 
Ty See ety A EE سه وي‎ WE pape enin 
proper balancing of all. the elements of the coZenso offort 
can ably be achieved at the Department of Defense level. TT 








While I believe that unlfied planing, prosreaciag, and 
decision-making me Lrilspansable to the effective management 
of the defense effort, I em equally convinced that the actual 





Тилей, Decision-mkin, for Defense, p. 3). 
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operation of the progran haud be mnagal, to the mainm 
extent possible, oa a devemtralised basis. . « » 


Dus, the organisation элй тымыш! of tia Defense 


س cf‏ مر وسه مت ме заной сп‏ موہ خکوسراردودج 
piemin and decentralised operation.‏ 


The program budgeting aysten is not e pamon. Tt is BOL somethin: 
iat can be easily docice, 909 installed, or yeoamptly effective in 
operation. It hae certain limitations axi prolem sew of which mey be 
overcame or minimised through careful examination aal isplonentatíon of the 
aystems; others may mot be oo oasily cur oue cf te problem areas 





(2) Program structure cannot always be defined in a clear-cut maa- 
ner. The current program otracture neatly classifies and accommodates de 
eetivitios of the Air Force, that is, strategic, defeme, anal tectical func- 
tions @6 woll a9 trenmgpartation ani other aspects. However, the talk of to 
peagren aml program elements of tie Army and the Mevy, inclwling te Herine 
Cops, are grogad wder Poseren ITI, the General Purpose Forces which have 
seen most difficult to assess in term of opevatioanl and cost~effectivemes.” 

(2) Aa pointed out 42 chapter IV, the problems of cost allocation 
eal cost estimates of & progres clement are not simple and are in a leco- 
satisfactory stage of developement. 

(3) The systen imposes heavy information sal pager work requivo- 
masts. Also the unen of es» additional workload stems from the Pact that 













douse Committec on Ane Services, — Dx Miltary rootuse, 
UGth Gang., lst Seas. (Washington: Y. S. C | Printing Office, 2x3), 
р. 313. 





R McCullouch, 


"mpra, рр. 90-51. 
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“3 
ec present the Congress prefecn tbe traditiomwn lndyget atructurc, which دد‎ 
mot expected to be chenjed in the near future. 

(5) Since the tadgot is tiod to the celomlar, the entire plamings, 
ونکهم هتر‎ ала еб, syptan operates on an awmal cycle, although te 
~eview process camnot be held to a strict stelle. As a result, the pro- 
gran anl budget veviews have tanled to overlap in an wilesireile vey mucky, 
4% Gizfiault to reflect properly some of the forsee steucture decisions in 
the support program in time to omike budget decisions.” 

(5) در‎ hep beam pointed. یف پور فی‎ трий» ай чйрнн of the 
cout-effectivenses analysin that limitations ami reis of the systes should 
be Dully acknowledged. Hot ell factors can ic qumtifial ani models may uot 
ropresent all the intensgibles whlch often play determining roles in decvisicn- 
raking. 

(6) There ace other peGhlems thet should act be overlooked, such ад 
overcentralizetion of the top management hieracchy, a tine-leg in makin, 
vemes studies, ciffleultiscs involved in coordination when pro- 
pram or budget decisions ave changed, and the mamn tanlency to resist 


change.” 





In recent montis toc Defense Depertmect han welertaken & nene ceo 
muvey on the plaming-progresaing process in order to the ргопсп% 
ayotem. MeKinesey & Сасрапу, Iac., the participant in the survey, propoced 
@ seperate decision-maiiing peocess for "major force-oriented” issues on ono 





hani, end "other decisions" on the other hanê. "bis is aa attewpt to 


ај 








“yor detetled discussion of the subject seo ibid., pp. 01-73. Ale 
Ч ру O UD EPA Problems, Limitations, ant 
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facilitate the decision-making process in the most effective way ani to 
etcoamLline the procedures, Useseby reducing wociloeds ami conte. Ito amis 
солив is the mechesion of tic pragram cham control system. 
"Ferce-orlented decisioss” cennot be cetegorizel hy any stemtiand 
a mast be identified ialividually. Suse of their distinmishing chezochm- 
ناه‎ 2١9ق‎ mre; (1) Thay hawe & sdumificant effect on curremt or future valance 
of furves among progred elemento (Frogsem Y - V), oa ctzntegy or tactios, 
ami on politioai, economie exi military comicesetions; end (2) they weelly 
Goo out of mew aseogemente of threats oc nm&joc UvecLnoalaoRi Lreaitiotahs . 
"OuBeo^ decisious" concern lavywely Progress YI all VIZ, asd decisions arc cule 
primarily thoowgh the Program Cwe Prapoeais. 
in "analytical families” which would be bromier in scope thanx ialividual 
Program Change Proposal. Tuts wlll facilitate the integveted decision- 
chanves, except Neeeerch ami Dev nt, Military Consteuction or Capital 
rromuvements Item, should ve hawlled through the joint progrmer-ludget 


review during the budgetary provess.* 
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CHAPTAR УТ 


ane effectiveness axl successful iy of We poro ua 





AxX;otin; systen in the United Dtetos defonse coteblichment hewe en 





othe nations such es Graet Iwiteaia, Canela, wx) vost Germany to 
cimiler systems for their defense mamagenent.* In Korea tho milit&ry ogido- 
iishment has adapted the besic military doctcim of tue United States w 
well es many Amecican ofminiotyvative procedures ac à result of ite wok vile 
the Military 4ceistance قد‎ Advisory Group [INAC] am] the Tact thet less 
numbers of its military pecwonnol have been trained in the United States. 
leor, time fac no efZorto have been male to study awl implement e no 
orem Lalgeting concept in the Howean militery establishment. This chapte- 
will show how some of the espectes of the program teuigeting system ood vo 





The national. lusiget aystem of Korea was adopted when the Constitutia 
of the new republic wan written in 1343. Suisequant legislation, the Finance 
Lai, poovided the stetitory banis for budgetary accourting moeeduren. їл 

mt is petiersed after the 
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presidentiel system in general, the Chaireen of the couse Planning Boas 
[273] мо serves concurrently as the Deputy Tramer hao the prim remma- 

cibtlity over laviget formulation and review aut cxocution in the fora cf 

foe a walget year (BY}—the fleval year coinciding vith the calender yoer. 
Tho bulget is sulmitted amually to the Metionnl Acsesily uy the President 
for revieu omi approval.” 

The Budget and Accounting Lew, which superseded the Finance Lau anl 
implemented the perfomance ludget concept in 1041, requires the Chairmen of 
[tho Deowmie Planning Doezd to igsue a wudget policy and guidance letter wy 
the ami of Merch in the curront year as approval by the State Counell on 
the President.” Upon receipt of the tudgot policy eni guidance letter, 
each ministry and gover: É ary prepares its raket estimates on a Mo- 
(pem basis am? submits them to the Bureau of tho Ihulget in the Economic 
Flaming Board by the end of May.> 

A preliminary stuly ani a review of the tudcet estimtes are com 





Quetod by the staffs in the Drow: of the Budget thraigh formal ang inform) 
heariags with officials from ministries agi aocacies weacermed. Tentative 
QSeislons are made by Ux Chalon of te Looxxsilo Flaming Board who pe 
the budget to the State Cowxil, the legal corparate body composed of all 
Caninet Members axl headed uy the President, where commronines and read just- 
mentee eve attempted.” Final decisions are malo by the President; amewily, 











» 


“СЕЕ СЕТЕР СУС УЧЕТЕ ږې‎ 
ہی په می مسمو‎ чш» > ہو‎ >> > +9 
= ټس‎ = -' =ш+* — — Дый s n P Чы» — 

c-——— шей سه اس وښ د‎ aue رز‎ ١ کې بیت‎ e Cn e 
دس پس سے سه‎ e o بے سس مس اول کی ہے‎ 
c" - و = سا يی بي یې‎ ne Aes ra سه‎ 

'—— — — 

— — те тар з — — — — 

— — — — — D D 

کم وسم —Ó——————‏ 
o rd T т» ©‏ عم — 9 صد + سے ات جا چ 
a‏ نغور" me al‏ == .= کد م ا 

tf وحجسددہد‎ a FF at a وی‎ 0, ap qum oY 
ےہ ہیں — ^ یب ٭-۔‎ m m 

— — 
وس‎ — — —— та ан — — 

— — — — — — — па ан ае в 

о + — — —— — — 

— — 
" — —— 

—— 

— 


























© 
in carly Geptember, he submits his bulget request to the National Assemiiy, 
together with his Padget Meseage for review anl agproval. 

The Nations Assembly of Korea in set up on 2 unicemevel basis, 
uBbeveas standing comaittees in the National Asvembly are organised elon cho 
functional Lines of govermaent activities. ‘These comaittees review the 
President's Ia iget crequest eal forward it to ihe Sweclal Coamittee on میمت‎ 
eet Ácoounte for overell covitr. The resolutions of the Special Camalittec 
coe then forwarded to the Jommral seopíon fos debate anil action. Па, 
epp-ovel is uy vote in the form of chang, laren, am hang, unite of Laden 
divizions, which are used for llgetary control poepowes. Without eppcoval 
of tho ational Assy, no ta of func cma be mule amoug the get 
tithes deseribed ebove, collectively called "legislative titles. 

Thirty days prior to the start of the now innivet year the Ietionni 
igeesbly approves or madifies che muposed byloct axl ivturns it to the 
President for proclamation.” ie Hation&l Assembly las no authority to iu- 
Grease the proposed tixiget or osteblish new ixi titûes without consent of 
the oxecutive branch of the goverment.” Usuelly the budget review 1s جو‎ 
ceded by an inspection tour of goverment ope miions by legislators om tuc 
Stomling cemmittes basis. 

The vod taxlyet camot be implemented until 1% 10 apportioned uy 
"-€—" ——————————— 
uenis. When a request from a uinistry or ecenmcy for agportiomment of ito 





wpet in liss with its operating ргоугом 38 made, he Bream of the Dadget 
takes into consideration the reveme aspects an provided by the Ministry of 
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Finanec aml males necessary adjustments in order to control the rate of 
econamic condition of the nation. Before thc actual teportlomeeut is ne, 





ministers enl egency heads to the половин, divisions, or field activities, 
after wuich obligations may bo incurvcod. 

Auditing ts conducted uy the Audit Doecl--componed of more than five 
lut Power than eleven civilian auditore -vwhioh is a seni-indepenient, guasi- 
judicial organization.” Tro types of audit a-e porformmd—the traditional 
ог Legel post-eudit, and ac ccumeination of efficiency eal ecommy in govern- 








nent operations. An emwal оды report is suucitted to the Presiden‘ 
to the National Assenbly. Sach ministry anil agency hes samo form of imtarnel 
adit gysten for internal cantral purposes; co far no standard procedures 
hove deen established ü:coucgbout the government. 
Timmmin,, Progremelac ewl uigoting 
in the Military Establishment 

The Ministry of National Defense [MD], the only civilian represen- 
tative who site on the State Cameil, is entrusted with full mrthority over 
the military agenctes—~the Acmy, the Nevy including the Marine Corpo, mad the 
Air Force, and the همه‎ ageaciesthe Join Chiefs of Staff, Ietionel 
Defense College including the Joint Staff College, Joint Construction ARRES, 
со othera.? 
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militery establisiszent there аге no civilian heads 
of military agencies equivalent to the service seerctarios in the United 
States military establishment. The President, voquired by ley to ve a 
over ali military matters through the Ministe 





civilien, exercises c 


of National ا‎ However, actual ocperetional counsel foo tho defense 





of Korea ig in the hemfis of the Commender-in-Cbicf, Unitod Nations Command, 
as & result of the delegetion of enthorlty ducing the Korean var.” 

The Army is the largest Korean militery anonacy and hes epproximmuely 
220,000 man, followed in sise uy the Navy includin; tho Marine Corps with 
avout 40,000 men, andthe Air Porce with about 2,000 mon.” The Largest 
slice of the defense vuXt goes to the Army. In the 15 Rilget Year, cit 
of total defense expentitwea of 23 billion inma, TC. percent went to the 
Aswy, 3.8 percent to the Navy including the Marine Covpe, 7.1 percent to 
the Air Force, anl 6.3 percent for the Ministry of Heational Defense aml 
various defense anpii: in the defense buiget, 3.1 percent was opent for 
Pay axû Allowances, 37.5 percent for Subsistence ia Kins, 9.4 percent for 





Clothing, 15.4 percent for Troop Maintenance, end 1.3 percent for Force 
Combining the first three percentages shows thet more than 3 
peccent of defense speniing is used in minteining personnel, both militar; 
emi civilian, and a negligible amumt goes for force inprovement purpoees. 
lMmerous attempts, largely by the Army sector, have been made to 
improve the budgetery process for efficient ani ceonamic utilisation of 
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defense spending. ‘he performance budget concept, implemented in the Army 
in 1959, took the form of a rearrangement of the budget structure to meet 
the primary program categories of the Army. ‘These efforts resulted in the 
successive reduction of Iniget titles used by the military services. The 
sumer of budget titles vas reduced from 23 to 19 in 1961, to 13 1n 1962, 
to 11 in 1963, ani to 6 in 1965. Current tities are: 


(1) Personnel Maintenance and Management 

(2) Troop Maintenance aixl Management 

(3) Procurement of Equipment and Materiel 

(4) Comptruction ani Real Property 

(5) Research, Development, Test, and Evaluation 
(6) Reserve Personnel.” 


The budget cycle in the Korean military establishment starts with 
the development ani review of the Joint Strategic Objectives Plan [J50P! 
prepared annually by the Joint Chiefs of Staff based on the Mid-Range Esti- 
mates [MRE] of the services. ‘The purpose of the Joint Strategic Objectives 
Plan is to provide the basic suidance for the programs and budgets to be used 
in the Ministry of National Defense, projected for five years. It develops 
a strategic concept, determines military requirements, and studies the 
employment end deployment of military forces during the mid-range period. 
» aspect of this plan is that it provides the Defense Ministry 
with an estimate of the required force structure which will be used in 
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developing guidelines for the next budget yeer. The more realistic the 
plan, the better the outcome of the defense budget. 

As noted earlier, the Joint Strategic Objectives Plan provides the 
basis for the Five Year Defense Program wnich becawes the foundation of the 
Program and Budget Guidelines as vell as the Basic Defense Programs. Bach 
service prepares budget estimates on the basis of its operating or basic 
progrem which has been developed from the Service Strategic Objectives Flan, 
the Control Program (in the Army), and the Service Program ani Budget 
Guidance. These are all geared to the Joint Strategic Gbjectives Plan, the 
Five Year Defense Program, avi the Program and Pudget Guildance of the 
Ministry of National Defense [MD], respectively. Program categories are 
arranged in terms of resource inputs such as Troop Programs (P 
Commend. Management, Intelligence and Traiming), Logistics Program, Military 
Construction Program, Research end Development Program, and Reserve Program. 

Approximately thirteen months prior to the Pudget Year each service 
chief issues the Program and Iudget Guidance to his respective field units 
based on the Ministry of Netional Defense guidance ani ita own long-range 
progvaga, emi, upon receipt of these initial projections, develops the perat- 
ia; Budget Estimates. The vudget estimates, reviewed end coordinated by 
the general staffs, the comptrollers and advisory ccomittees at the heed- 
quarters level, are sulmitted to the Ministry of National Defense before 
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May. When the President makes a final decision on budget requests and sub- 
waite them to the National Asseubly, each military service's Program ani Dudce 
Requests are modified anl revised accordingly. When the National Assembly 
exproves the budget requests, they become final.” 


маде, In-Sung, р. г. 
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Within the Ministry of National Defense, most budget reviews are 
comuected by the functional turem staffs and en ad hoc committee. The 
Joint Staffs in the Joint Chiefs of Staff review the service budgets for 
education, training, and intelligence. The Defeme Comptroller, usually as 
Army general officer, has the primary responsibility fer coordinating the 
budget review in the Defense Ministry. Ho thon presento the results of 
his review to a conference of taureau directors ax the Military Policy 
Council, composed of the Deputy Defense Minister, the Assistant Defense 
Ministers, the Chairmen of the Joint Chiefs of Steff, ani the Service Chiefs, 
presided over by the Defense Minister. Here the final decisions ere reached. 
The defense budget in sulmitted to the Economic Planning; Board for further 
deliberations and inclusion in the President's budget. 

After due process ani subsequent enectment of the 
Yational Assembly, the budget is apportioned, allotted and subellotted 
through established administrative channels; obligations are incurred and 
eapenmlitures made by the operating units. 

Progrem progress is reported regularly to the headquarters of tie 
military services and to the Ministry of National Defense, and the analysis 
axl evaluation of program performance are conducted et both levels on a 





by tae 


quarterly basis. Usually the comptrollers of the services and the Defense 
Comptrollers are responsible for progress ng, and they recommend 
necessary actions to correct or alleviate significant deviations in the 
performances to the respective line management. The quarterly reports of 
"Progress Review and Analysis” gre published by the services ani the Defense 





Ministry. 
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Analysis ax Appraisal 

Thus far the examination of the process of planning, pragramaing 
td budgeting în the militey establishment of Koren as it exists and ic 
practiced today has been brief. The first anelvsis becins with the deter. 
mination of military requirements aml program review. A student in military 
management in 1901 revealed tit there was a wide cap between the Joint 
Strategic Objectives Flan and fiscal reality.” There existed neither a 
vagie national security policy nor any specific guidelines for military 
planiinz. Therefore, the Jolat Staffs in the Joint Chiefs of Staff tented 
to develop military requirements in absoluto terme with limited considera 
tion for budgetary constraints. CVhe situation somawhat recsgoled conül- 
tions in the United States defense planning prior to the program budgeting 
syetem. What, 1f any, chances made since are not known. 

lt is difficult for the Pefense Ministar to give responsible puig- 
ance as to the outlook of the defense buzet when economic prospects Рог 
future years are uncertain, sû the amounts &xÀ coatents of the military 
asgistanco to be provided by the United States are моъ accurately determin- 
able at the plamning stages. The Defense Minister moeds beth sides cf the 
picture in order to have a camplete ard intograted view of the estinates of 
future defense spemlings. In fact, it hes often been cited that the lack of 
information on United States assistance hampers realistic Korean military 
planning esl programming. In view of the differences in the fiscal years 
between the United States eni Korea, and frequent delays by Congress in 
ecting on foreign aid 11335, inevitable reluctemce in waking any prior 
commitments at the operating levels is understandable. Some advance 





Master's Thesis, the Seoul National University, 1961, pp. 60-63. 


Pr e u * 

aa ا‎ os c مذ طخ‎ 
ww» و مي‎ 9 OOP OPN c o c. mc جا‎ 
ue (e c وره‎ "TE © Г. = | am тш 
— — — — —— — 
سو‎ of Pao ہے ہے سپ وه یث ہیں‎ — ——— — ZH 
— ee eee 
тм, ал Бе سر موه‎ с а ран e 
MENS "wp سو موی‎ > > um هې‎ am o a 
ө À—) Gao m óc — gu —À 
— — — — — — — J 
ö— — —— — — اس د — سب‎ 
LIEB NI LL SA X а 

от’ >” = = “Ум а‏ دن جد- 
В Р е наа‏ ہم مھ جسو سے — سے 
کے چس ہے رس ہم ہے هه —— ciis wl» eee‏ 
e — — наь‏ ساس نس مس واا — — 
وو ے مه — аъ амы ум aa cmd cat eM c‏ 
N‏ په سي د سه 2 Фф ШҮ! чл) ome‏ جو аар‏ 

e‏ مد — سب بے سس 

eu» ones setius ceps) cupa cmt Qe ہ+‎ 
وب وي وب سا‎ — — 
ре 


= 






















Ts 
information regarding future prospects of military assistance, at least 
for plamming purposes, should be provided to Koroan defense officials. 
Under present circumstances, planning ani programming fomaation 
of Korean military requirements cannot be determined realistically. Ob- 
viously such programs are incapable of providing solid bases for budget-maliug 
MD they are expressed witiout full consideration of future financial 
consequences. While in thewy there exists a trensformation device which 
would bridge the gep between planning ond Uvuireting, in reality tne theory 
Goes not work. Therefore the results have often consisted of significant 
modifications and revisions cf the progrems frcm inception until final 
passage ty the Netionel Asserhly, freauentiy after hurriedly having been 
formulated vithin the period of a few weeks. 
Military planning is performed in ters 
units of forces, whereas pro;renning and buccc 
o? inputs such as personnel, operation &ni maistenanec, pi 
struction, ete. So far no stipt has been mace to relate the resource 
inputs to military outputs when major program or budget decisions are to be 
made, nor for alternative meann to achieve the catablished goals ani 





з о? missions and military 
ae are considered in terms 








systematically examine thon in terms of relative merit against the burdeas 
imvolved. Without critieal examination of alternatives, rational or soun: 
decisions cannot be expected, since they would be based on intuition, ani 
liuited judgments &nl experience, 

It has been customary in the Korean Guvermment for the Economic 
Plauning Board to esteblish & "budget ceiling oni impose it upon ali 
govermmenteal unite in order to keep the total public expenditures within 
certain fiscal limite. The ceiling approach in iteelf is a powerful weepor 
ani my be a soumi practice vihen used in the wroper perspective because 
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there is always a practical Limit on government spending. However, 
Maurice Ш. Stans, former Director of the Bureau of the Dudget under Presi- 
dent Eisenhower, has implied, there should be no “fixed frozen limit on 
spending on the budget." Nevertheless, the budget ceiling in Korea is 
determined and rigidly adhered to without consideration of roal progran 
needs, and with little participation by the agencies affected.“ This, in 
effect, has severely hampered efforts toward Detter programe and budget 
formulation by agency officials, since & nev program obviously would not 
survive if it were not within the ceiling. 

In reviewing the Korean budget it ја not surprising tw find that 
the reviewers tend to emphasize tne budget ceiling, the amunts of increase 
aver current year, formats, adminis trative procedures, cbe., rather than 
program needs, program priorities, validity of the cost figures ard others 
factors. In recent years there have been several improvements in stai- 
asiiging cost figures among ite services and providing a degree of fiex- 
ibility in budget formulation lu progrem term. Military egencics are 
encouraged to submit an siden budget if tae total amounts of their budget 
estimates exceed the established budget ceiling.’ 

in formation ani review of the Joint Strategic Objectives Plan, 
leck of commnication, participation and eventual coordination among urea 
ог divisions within the Defense Ministry ani the Joint Chiefs of Staff to a 
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ly. S., Senate Subcommittee, Hearings, p. 1117. 


PROK Army Logistics School, Won-hwa Yosan (liven Budget), Pamphlet, 
md, cirea 3963, рр. 4-11. 


chin, Cbong-Su, pp. 71-72. 
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denpoo have contributed toward mekin; the plan infeasible and uncealistic. 
e seme situation prevails in the process of progvem and budget review.” 
Tt 4s evident that without haemony and concerted group efforts, it is 
difficult to aceowplieh ccamon gomis ami objectives. 

During the last fev years, several movos heve been made to stren- 
مس و یي مد وا مه سوج جضنت ومومو له ده‎ 
joint agencies under the direct control cf the Defense Ministry such as the 
Joint Chiefs of Staff, the ational Defense Collage, the Joint Construction 





ioency, the Joint Investigetion Agency, ami the Selective Service ani 
Deccultiag Office. In addition, mmercns staxlics Һоме boen mde on the 
poesible integration of service academies, technical schools, hospitals, оњ 
other institutions. Also there hes been an increasing tendency to centralise 
authority in the Defense Ministery аю фо enlarye civilian control over the 
military agencies on major defense problems such as force structure, tricot 
NM personnal. 

in the preceding discussion it was noted that a dagree of similarity 
exists between the Korean military establisiuaent today and the United States 
system. In Korea there is a considerable gap between military planning ani 





budgeting, militory resource dubs we not related to the outputs, the 
performance budget concept is interpreted in tors of simplifying aml 
streamlining the budget titles, the ceiling egproach io prevalent, budyetacy 
requirements аге projected for one year in the future, coordination goi 





cocmmeication are lacking within the defense coteablisiment, anû integration 
of common functione end concamtwretion of authority in the Defense Ministry 
arc just beginnin 
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It can be argued that the military situation in Koreas today is 
vastly different fron that in the United States, aml that = valid comari- 
воп can be made. Gf course Korea in not capable of waging all-out mclear 
чаг, пог does mhe possega tho useessary resources axl technology to devolap 
costly weapons. Moreover, ———— به‎ гол. 
sidersd in the light of a broader concept of the “collective security” of toe 
Sree world. Nevertheless, the intrinsic nroooss of decision-making for 
defeane maneacgement differs iu degree, not in kinds; therefore a progrma 
value. The goal of program budcveting 1s to seerch for te mst econmc~ 
rough sypiomatic 


pproach in tiv Korean military estaubLliciment would be of creat 








ally fomaible ani efficient way of achieving objectives 
amelysis of alternatives in Wans of the casts awl benefits. Presuning 
these premises to be valid. there in uo reason why Котев should not uenofit 
vy adopting this now ayatem wits necessary moulificationa. 
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CHAPTER VII 
SUMMARY AND CONCLUSIONS 


Since World War II, the defense budget has developed into a strong 
driving force leading toward “real unification" in the American defense 
establishment, especially since the enactment of the National Security Act 
о? 19,7. In the United States today the defense budget is the principal 
management tool in the Defense Department. It is not only the instrument by 
which resources are allocated but also the means for controlling military 
program, since strategy, programming, and budgeting are all aspects of the 
seme basic decision-making process. 

The first step toward military unification in the United States took 
place when the National Security Act of 1947 was passed. Subsequent ameni- 
ments to the Act show the trend toward more centralised authority in the 
Office of the Secretary of Defense and stronger civilian control over the 
military services. At the same time, heavier pressures have been placed оп 
the need for economy ami efficiency in defense spemling, largely because of 
the tremendous amounts of defense expenditures and their impact on the 
national economy. 

Until 1961, efforts to improve finencial management in the Defense 
Department were concentrated on sinplifying and stroomlining the appropria- 
tion structures in order to implement the performance budget concept. Prior 
to this time the defense budget hed been a critical theme of and often the 
basis for sharp controversy among the services and in the Defense Department, 
wat there existed no means of enabling the Secretary of Defense to solve 
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this problem rationally. The defense budget took the form of the “ceili 
egproach," and the budget seldom was related to military tasks anil missions 
or national security objectives in a meaningful manner. Military planiin, 
and financial managesent vere regarded as iniepenient activities, the former 





being in the hands of the military planners axl projected well into the 
futuro, and the latter being handled by civilian counterparts on an сера 
basic. To bridge this gap tho new programing system was established Ly 
Secretary of Defense, Robert 5. MecNemara, and Charles J. Hitch. 

in the new system ell activities of the Defense Department are 
Grouped wander major progrems which, in turn, consist of program elemente 
organized according to missions ani tasks regardless of traditional service 
jurisdiction. The Five Year Force Structure ani Financial Plan is basically 
the summary of all approved prasrems in the Defense Department and includes 
edl of the program data, together with the description of forces, their 
tasis ead missions, procurement lists, facility liste, amd other relevant 
information. These programs are continually being reviewed, modified end 
updated to meet changes in tke environmental conditions through a Progra 
Change Control System. 

The armel budgeting procedure consists of converting a one-year 
elice of the approved five-year progress into an appropriate budget with 
-Ling details organized in a more orderly ami systematic manner. This 





eliminates the hurried progrem review which was previowly cresmed into a 
few weeks іп the midst of the aumel budget review. 

In order to reveal full cost implications of e program, costs are 
classified into Research aul Development, Investment, aml Operating Costs. 
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Resources are broken down into Items of Equipment, Military Construction, 
Manpower, and Operations and Maintenance so as to permit explicit planning 
for the acquisition aud financing of resource inputs. Use of the Cost Infor- 
mation and Progress Reporting Systems facilitates evaluation amd control of 

One of the outstending features of the new program budgeting systen 
is the cost-effectiveness study of available alternatives. This is not 
intended as a substitute for good judgment but hopefully as a device to 
sharpen judgment by analyzing the costs ageiust the benefits or performances 
of alternatives involved. The new system thus provides a sound basis for 
decision-making, aud serves to reorient the thinking of military planners 
toward more systematic and quantitative terms. 

Problems ami difficulties are involved of course in the new systen, 
a few of which are: (1) difficulties in defining same program: and program 
elexents; (2) difficulties in getting accurate cost data; (3) added paper 
work; (4) tendency to overlap program and budget reviews; (5) some limita- 
tions end time-lag in cost-effectiveness studies; and (С) overcentralization 
in the Office of the Secretary of Defense. In order to overcome some of 
these contingencies, the Department of Defense hag recently undertaken a 
menecesent survey.  Hovever, no changes have been announced. 

Despite these restrictions the new systen has proved to be an im- 
provement over the old management tool ani significantly more effective. It 
provides the Secretary of Defense and his immediate advisors with meaningful 
information by which they are able to make major decisions on future defense 
programs. With this management tool at his commen], the Secretary of 
Defense is now capable of exercising his authority, direction and control 
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in en effective manner. Through the use of the planning, programing ani 
budgeting system the long-sought "real unification" of the armed services 
has been accomplished without major reorganization of the defense 
estoolishnent. 

Use of the program budgeting system in the Korean military estad~ 
Ligiment is difficult because of the unique military situation of Koree 
today, the size ami nature of the defense buŭgets, and the political, 
economic and social factors invelved. Nevertheless the new way of looking 
at the Korean defense budget should be helpful and beneficial in achieving 
better allocation of defense resources as well &s enhancing economy and 
efficiency. 

Perhaps the most significant contribuiiaw ere the introduction of 
the cost~effectiveness approach and the ccomaic study of defense proviems 
es a basis for gound decision-making to orient the traditional way of think- 
ing into critical search amd. alysis of alternatives iu terms of costs am 
benefits. 

Another benefit would te the attempt to relate the resource inputs 
to military outputs in terms of missions, tasks aud national security دنہ‎ 
jectives, in order to obtain ac integrated view of defense sponding. 

Similar efforts should oe directed town integrating long-range 
planning to program which in tura would lem to treating the budget in a 
more systematic and meaningful manner. Before в decision is made there 
uhould always be a considereulc projection of هد‎ wajor program into the 
future in fluanciel term. 

Tae Republic of Korea is required to s&intain làrge military forces 
for national security in order to deter or be ready to meet the threat of 
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Communism; consequently, larsa portions of itx nationai resources are 
ellocatea for defense purposes. Since the country is small ani its 


&efense demanüs ere large, it is imperative that there be effective, effi- 
ecient, ani justifiable utilisation of publie funds in all arees of the 
Horean military establishment. Top managemeut of the defense organization 
should contimelly probe the best ways to alloezxte resources and control 
performances in order to &ccospilish netloa&l security objectives in the 
most competent and expeditious manner. In this respect, the program muiget 
ing system deserves further sthuly in order to implement ite applicability 
to the Korean military situation. 
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